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2004...Year of Success through Investment

To Our Shareholders

James Manroe Bank found increasing cpportunity and growth in the
Northern Virginia market despite intensified interest and presence by
large banks. In fact, because our focus and philosophy pravides what
large banks only promise, we were able to grow significantly while at the
same time aggressively invest in our futurs. We maintained a disciplined

focus on our core competencies in smell business, commercial real estate

and professional segmentations. We strengthened our ability to provide o LA John &, Maxwel, President and CEO
caring, accessible, respansive, and respansible banking. And we improved : David W. Pijor Chairman

our market position in ane of the strongest economic regions in the country.

In 2004, we experienced record growth along witﬁ strong profitability. ‘ “. .. We also Seized
Compared with 2003, total assets grew 47% , net ioan growth increased

opportunities...by investing

48%, and deposits improved 58%. During this record growth, we also.
seized opportunities to better position James Monroe Bank for the future, in people, new markets,

investing in people, new markets, technology, and facilities. And even technology, and faCi“ties.”

with our most aggressive investments to date, we realized a net profit

increase of 14%.

Annandale Branch Opens

Initial Capital
i 8§7.4 million

Employees: 9 cmber 1999

December 23, 1999 Dec

s July 1,1999

i Assels: $50 million
i Nettnc.: $125 thousand
Formed H

James Montog Bancorp, Inc. i Employees: 19

o JAMESMONROE

James Monroe Bank
opens in Arlington, VA




investing in People

“The best executive is the one who has
sense enough to pick good men to do
what he wants done...It is the people

that make the difference.”

- Theodore Roosevelt

An essential efement of our strategic architecture is retaining the
best talent available. Our most significant investment in 2004 was
in people. Adding to a core team unsurpassed by any community
bank in the region, wa hired additional officers and staff of
exceptiona! caliber, nearly doubling total personnel above 2003
levels. Our newast officers joined with an average of over 20 years
of banking experience. We retained staff with impressive
qualifications and technical skills. With a high level of experience
and community involvement, our officers and staff will position
James Manroe Bank to meet your high expectations for the coming
years, To ensure we successfully blend and focus our people, we

have several organizational and training initiatives planned for 2005,

With the addition of nine lending and businass development
officers, we now have a team of 18 leaders focused on loan and
depoesit generation from small businesses, professionals, and
families. To guarantee we maintain clase community ties, we

established Regional Executives 10 manage lending and business

2000 e December 2000
Quarter -

Assets: $89 millign

¢ Eauiy Otfaring i Netinc.: $810 thousand

i $3.0 million raised
i Employess: 17

development efforts in our established regions. They are:
Arlington/Annandale ~ Sonia Johnston, SYP & David Evinger, SVP:
Central Fairfax — Diane Weaver, VP; Wastern Fairfax — Orew Brown,
SVP; Loudoun County — Paul Bice, SVP; and Prince William County -
Gary English, SVP. We also introduced Portfolio Managers in each

region to work closely with officers and clients in processing new
loans and servicing existing ones. This will reduce the
administrative burden on lending and business development

officers, giving them more time and apportunity to focus on their

primary objective...growing assets.

We added personnel in support of Loan Administration and
Operations, Branch Operations, Mortgage Services, Bookkeeping
and Operations, all areas critical to our service quality and
compliance initiatives. In support of our growing numbers of
personnel, a Human Resource department was staffed. And we
initiated the development of transformational and educational
curricula to better support our people in their client service skills

and technical knowledge.

To provide our clients with a more knowledgeable and dependabie
courier service, we created the James Monroe Bank Ambassador
Service. Along with traditional courier duties, our four Ambassadors
are bankers, capable of providing client service such as identifying

how our products might better serve a client's changing needs.

« April 16,2001

i Leesburg Branch Opens

James Monroe Bank ended 2004 with 84 pecple committed to our
ideals of responsiveness, empowerment, responsibility, and
fostering relationships for success. We're proud of them; we think

you will be, too.




investing in New Markets & Facilities

The Northern Virginia region is one
of the fastest growing and most
competitive marketplaces in the
country. in 2004, large national
banks continued to build presence
while regional banks maintained a
steady stream of consolidation.

It is through this econcmic
window we found ourselves
looking for opportunities
that meet our vision and
core competencies. In 2004 PRSI _ ‘

we capitalized on strategic branch opportunities in Western Fairfax
and Prince William counties by opening branches in the high growth
argas of Chantilly and Manassas, Virginia. Impressively, both were

opened within three months of each other,

Our Chantilly office opened July 19, 2004, with a fuli-service facility
including drive-through banking, a drive-up ATM, and safe deposit

{ Assets: $127 mittion

per capita neighborhoods, Our lending and business development
team of Draw Brown-SYP and Tom Davis-VP have extensive hanking

experience and community involvement within the region.

Serving Prince William County, our

Manassas office opened September 27,
2004, in a facility well known because it
is the highest point on the most traveled
road in the area. Dur Manassas lending

and business development team brings
unrivalad experience. Gary English-SVP, Tim Lueking-VF, and Christine
Rowe-VP head the Manassas office. They bring an average of over

29 years of local banking experjence. The facility offers drive-through
banking, a watk-up ATM, and access to aver 50 small businesses
located in the same building. With unmatched talent and a presence in
one of the fastest growing ecanomies in the state, our Manassas office

favorably positions James Monroe Bank in the Prince William market.

Investing in Facilities

Growth in 2004 was not fimited 1o markets and branches. Qur
operations facility in Arlington was averwhelmed. With portable
tables, shared warkstations, and peaple sharing space, we decided

to secure over

e February 15,2002

i Netinc.: $1.1 million

; Employees: 27

boxes. Chantilly is our largest facility, highlighting our recognizable
design features in grand scale. Serving Western Fairfax County and
portions of southern Loudoun County, the Chantilly office provides
reach into an area with over 3,500 small businesses and

professionals, a growing Dulles Corridor, and some of the wealthiest

© Fairfax Branch Opens

7,000 square feet of space in the same building as our Chantilly
branch. This new facility opened in early July 2004, when we

established an operations center and moved Mortgage Services
from Annandale. The new facility affords more efficiencies and

better communication between departments.

James Monroe Bancorp, Inc.
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Improved Client Experience

Several enhancements were made to the branch platform system,

improving our ability fo cross-sell while at the same time reducing

account-opening time. We also improved our teiephone quality with
the introduction of VOIP (Voice Over 1P} for all internal calls. The

The Ihankmg mdus"y IS facmg new system reduced maintenance issues that have traditionally
unp'ecede“ted competitive pﬂ'BSSlII'E impacted client call experiences. It also had the added benefit of

reducing per-call charges. Another impravement was in fulfillment

Knowmg our Gﬂmp etition is a mere times for check copies being requested by clients. Fulfiliment times
mﬂuse'click awav new and in“n‘lative improved fram up to two days to @ matter of seconds because we
L]

enabled imaging research on all branch desktops. Lastly, improved

apprnaches are requ"ed to maintain funds availability and regulatory compliance was sccomplished using
market share. In 2004, James Monroe expanded imaging of client account documents and signatures. This
enhanced process improved our document retention for several
Bank invested in lechnnlngy regulatory requirements, including the Check 21 Act and the
with a plan focused on two key areas: | USAPATROTA

improved client experience and | protected Client information
prﬂtﬂcted client information Network intrusion is a growing caoncern for alt businesses using

technology. We were pro-gctive in addressing this issue by

deplaying a managed firewall, greatly reducing the risk of an attack

« July 25, 2002 e August 27,2002

s JLi'\y 1, 2002

d

| N i
Py i Listed on NASDAQ
v mm?’ i Small Cap
: : : gtfooszs i i Symbol: JMBI
i ! Histori CK Spll
 Equily Ofiering i Hisloric Leesburg

| $4.7 million raised + Branch Opens
through hacking. We alsa implemented E-mail filtering, eliminating
spam and malicious attachments which greatly reduced the chances
of virus attacks on the network. Such attacks could jeopardize
client data and create opportunity for potential identity theft. With
our new systems, client information remains secure and

confidential.,

4 2004 Annual Report



Total Integration

The importance of technology continued to increase in 2004, as it will
in coming years. We laid a strong foundation, especially for the client
exparience. Through in-office transactions, clients come into contact
with our account platform system, a highly customized showcase in
the community bank industry. OQur automated teller system minimizes
client wait times...a competitive advantage over other banks. If
telephone banking is the client's preference, James Monroe Bank
offers a full service system that will even fax a statement copy on
request. Our growing numbers of online devotees have a choice
between a consumer orignted service, including bill pay, or a
corporate state-of-the-art cash management system enabling an
organization to initiate ACH transactions, order instant stop-
payments, print daily statements at any location and even view
images of paid checks. What further distinguishes James Monroe
Bank is the fully integrated nature of our systems — designed to work
flawlessly together in eliminating redundancy of transactions or data
storage. The final result is consistent and efficient service for our
clients and cost savings for our shareholders.

16, 2003
Necomber 2002 May

 Assets $239 milfion

Net Inc..$1.6 miltion 5-for-4

Employess: 35 + Stock Spi

Behind the scenes, our infrastructure supporting client services has
not been overlooked. From account openings. loan requests, or
account research, our significant and intelligent investment in
technology has significantly improved client experiences. All vital

bank reports are maintained in image form and are readily

Equity Offering
i $13 million raised

— s ‘i

“What further distinguishes
James Monroe Bank is the fully
integrated nature of our systems...”

retrievable. Qur imaging protocol permits quick retrieval of vital
documents and generates a highly regarded Imaged Statement.
Clients no longer need shoeboxes to store their canceled check.
James Monroe Bank's branch system is managed via a Citrix network,
gliminating the need for multiple in-branch servers. This greatly
improves our exposure to downtime and significant maintenance costs.
Furthermore, our network servers contain RAID 5 drives which are ‘hot
swappable’. If @ network drive fails it can be replaced while the server

remains online with no loss of data or network accessibility.

N ber 2003 e December 2003
ovem .

Assets: $306 millian
i NetInc.$2.6 million

Employees; 48

In 2004, James Monroe Bank demonstrated our continued
commitment to easy, accessible banking for our clients. It is this level
of concern for service quality that continues to drive our strategic

investment in technology.

James Monroe Bancorp, Inc.




Investing in Tomorrow

2004 was an exciting and challenging year. We invested in high-caliber people, improved our market reach, connected the finest technology ta clients,
and improved operating efficiencies with new facilitizs. As we move forward, we™!l continue doing business in the same ways. We'll expand through
talent acquisition first before bricks and mortar. We'll strive to use state-of-the art technology. We'll outsource functions that can be done better at

lesser expense. We'll seize opportunities that make financial and market sense in an expanding and ever-changing region.

At the center of our success is our philosaphy...Building Community. Whether with loyal or prospective clients, shareholders, vendors or employees, we
will cantinue to build community by fostering relationships for everyone’s success. We will strive to do the unexpected to make ife easier. We will
actively support individuals in reaching their full potential. And we will be honest, forthright and beyond reproach in all we do. These core values will
continue to differentiate James Monroe Bank from our competitors. [t's something we believe in; it's something that makes a difference.

On behalf of the Board of Directors, Officers and staff of James Monroe Bancorp, Inc. thank you for placing your confidence in our vision.

@«Q’}/@y— Tl

David W. Pijor John R Maxwell
Chairman President and CEO

s  Septem

ber 27, 2004 = December 2004

Assets $450 milllon

Net Inc.: $3.0 miltion
Employees: 84

3-for-2
i Stock Split

Manassas Branch Opens

Chantilly Branch &
¢ Chantilly Operations Center Opens

Historic Stock Price

$ 2500

2000

15.00

10.00

500

1938 1899 2000 2001 2002 2003 2004

*CAGR: Compounded Annual Growth Rate

6 | 2004 Annuat Report



Board of Directors & Officers

Board of Directors

David W. Pijor -Chairman
Dr. Terry L. Gollins
Norman P. Horn

Or. David C. Karlgaard

* Director James Monroe Bank

Richard I. Linhart
Richard C. Litman
John R. Maxwell
Dr, Alvin E. Nashman

Thomas L. Patterson
Jon Peterson*

Helen L. Newman Roche
Russell E. {Ted} Sherman

Officers

John R. Maxwell
President and CEO

Richard I. Linhart
Executive Vice Fresident and CO0

William J. Ridenour
Senior Vice President and
Senior Lending Officer

John J. Brough
Senior Vice President and CFD

Paul W. Bice
Senior Vice President/Regional Executive
{Loudoun}

B. Drew Brown
Senior Vice President/Regional Executive
{Western Fairfax)

Dennis M. East
Senior Vice President
Business Development {Loudoun)

Gary R. English
Senior Vice President/Regiona! Executive
{Prince William)

David M. Evinger
Senior Vice President/Regional Executive
{Arlington/Annandale}

Joseph C. Fouse

Senior Vice President - Operations

J. David Holden
Senior Vice President
Business Devalopment {Central Fairfax)

Sonia Nga Johnston
Senior Vice President/Regional Executive
{Arlington/Annandale)

Robert M. Belch, Jr.
Vice President - Business Development
{Annandale/

Themas F. Bradley
Vice President - Mortgage Division

Thomas §. Davis
Vice President - Business Development
{Western Fairfax)

Bryan D. Decker
Vice President - Marketing and
Service Quality

Eleanor E. Goiden
Vice President - Loan Admipistration

Nancy Kelly
Vice President/8ranch Administrator and
Security Officer

Timothy J. Lueking
Vice President - Business Development
(Prince Witfiam/

Kenneth Mitchell
Vice President - Internal Auditor

Catherine Morris
Vice President - Business Development
{Arlington)

Christine M. Rowe
Vice President - Business Development
(Prince William)

Randee J. Stenroos
Vice President - Operations

Diane E. Weaver
Vice President/Regional Executive
(Central Fairfax)

Kay €. Bond
Assistant Vice President (Western Fairfax)

Linda M. Grove
Assistant Vica President
Business Development (Arlington]

Kenneth Henry
Assistant Vice Prasident
Loan Administration

Sharon Jackson
Assistant Vice President
Bustness Oevelopment (Central Fairfax]

Michael L. Otto
Assistant Vice President
Business Develapment {Loudoun)

Rosemarie B. Reinhardt
Assistant Vice President - Operations

Joanna Roll
Assistant Vice President
Loan Administration

Holly Harzell
Human Resource Manager

Valerie Vesper
Assistant Vice President (Frince William)

Steven R. Wilson
Senior Underwriter {Arlington/Annandale)

Jaime Ykemiyashiro
Loan Officer
{Arlington)

Stock Transfer Agent
American Stock Transfer & Trust Co.
6201 15th Avenue

Bragklyn, NY 11218

Shareholder Customer Service
800-937-5449

Independent Accountants
Yount, Hyde & Barbour, PC.
Winchester, VA

Additional Information
please contact:

John R, Maxwell
President & CEQ
jmaxwell@jamesmonroebank.com

Richard I. Linhart
Exgcutive Vice President & CO0
rlinhart@jamesmonroebank.com

James Monroe 8ancorp, Inc.
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Our Purpose

Building community.
Fostering relaticnships, making life easier by doing the unexpected, and
empowering people is what makes us the independent bank of choice

in the communities we serve,

We develop loyal customers who become our greatest alliss. We offer
competitive services in @ manner reflective aof our pride, campstence and success.
As a result, shareholder value is enhanced, independence is maintained, and our bankers

reach their full potential.

Our Values

Building Community - We foster relationships to cultivate success.
Facilitating connection thraugh teamwaork is what we do best. As a result, we develop
Jasting relationships with local businesses, civic organizations, vendors, and cur bankers.

Building community is our highest calling.

Responsiveness - We do the unexpected to make life easier.
It's more than getting back to people. it's more than completing transactions.
it's more than answering questions. It's proactively fooking for real needs and

working to resolve them.

Empowerment - We actively support individuals in reaching their full potential.
Trust, opportunity, and high expectations lead to achievement. Through achievement,

individuals and organizations reap rewards of personal satisfaction and financial success.

Responsibility - We are honest, forthright, and beyond reproach.
Doing what's right creates an environment of fairness, stability and security.

It fosters better ideas and opportunity for all. To this we are committed without compromise.

2004 Annual Repaort




Year Ended December 31,

{Dollars in thousands except share data) 004 2003 2002 2001 2000
BALANCE SHEET HIGHLIGHTS: : ‘
Total assets $ 450,770 ¢+ § 305651 $ 236793 $ 126,858 $ 88230
Total loans 249,995 163,047 121,047 85,133 50,040
Total fiabilities L quaes | 27170 218,598 114,591 78,497
Total stockholders' equity : 36,901 33,891 18195 11,957 10,733
RESULTS OF OPERATIONS: )
Net interest income ©§ 12628 0§ 9408 § 6482 - 480 S 32%
Provision for loan losses : 390 862 483 450 237
Other income 'é 1175 1,147 760 554 302
Noninterest expense i 8287 | 5,964 4,39 3,033 2348
Net income 2970 2601 1,553 112 810
PER SHARE DATA: (
Earnings per share, basic i$ 087 0§ 073 0§ o0s0 § 041 0§ 03
Earnings per share, diluted -8 064 8§ 0.58 $ 0.48 $ 0.39 B 0.36
Weighted average shares :
outstanding--basic 4435905 3,589,931 3,082,266 2,700,278 2,191,858
Weighted average shares :
outstanding--diluted ©4E75471 3,829,901 3,240,808 2,799,620 2,262,358
Book valug (at period-end) $ 830 % 768 3 5.56 $ 443 $ 398
Shares putstanding 4,445,224 : 4,415,703 3,451,269 2,701,314 2,696,532
PERFORMANCE RATIOS: . _
Return on average assets 0.83% 0.97% 0.88% 1.02% 1.18%
Retur on average equity 83%% | 11.94% 10.15% 965% 10.75%
Net interest margin 372% . 3.73% 3.90% 4.55% 5.09%
Efficiency Ratio ' 80.03% . 56.50% 80.67% 58.51% 66.40%
Total Assets, Beposits & Loan Growth Met Income Growth
$500,000 |- ——— - A - £3.500
e $3.000
2,000
§20000 | ‘U::pgs?;:sﬂ.s% $1500
$100000 - ---- NG R $1,000
s S - : 2l $500
2000 2001 2002 2003 2004 $
2 Towatloans ) Towd Deposits &3 Tota) Asssts 2000 2001 2002 2003 2604

. . ) 3 Natincome
Note: Asset Depasit and Logn figures ars for fiscal year end

*CAGR Campounded Arnual Growth Rara

James Monroe Bancorp, Inc.




JAMES MOUROCE BARCORP, IRC. AND SUBSITIARIES
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Consclidated Balance Sheets
December 31, 2004 and 2003

{Dollars in thousands, except share data}

Assets

Cash and due from banks
Interest bearing deposits in banks

Federal funds sold

Securities available for sale, at fair value

Loans held for sale

Loans, net of allowance for loan losses of
$2,790 in 2004 and $1,955 in 2003

Bank premises and equipment, net

Accrued interest receivable

Other assets

Total Assets

Liabilities and Stockholders’ Equity

Ceposits:
Noninterest bearing deposits
Interest bearing deposits

Total deposits

Federal funds purchased

Trust preferred capital notes

Accrued interest payable and other liabilities
Tota! liabilities

Stockholders’ Equity
Common stock, $1 par value; autharized
10,000,000 shares; issued and outstanding
4,445,224 in 2004, 2,943,802 in 2003
Capital surplus
Retained earnings

Accumulated other comprehensive income (loss)

Total stockholders’ equity

Total Liabilities and Stockholders' Equity

December 31,
2004 2003
$ 9,285 $ 11,908
2,482 -
35,794 -
146,795 122,328
2,987 561
247,206 167,092
2,438 1,388
1,977 1,336
1,885 1,317
$ 480,770 $ 305.930
$ 91,857 $ 65598
312197 189,518
404,054 255,116
- 6.886
8,279 9279
536 758
413,869 272,039
4,445 2,944
24,325 25425
8,458 549
(327} 31
36,801 33.891
$ 450,770 $ 305,930

The accompanying notes are an integral part of these consolidated financial statemants.

2004 Annual Repor!




JAMES MOWNROE BANCORP, (NC. AND SUBSIDIARIES

Consolidated Statements of Income

For the Years Ended December 31, 2004, 2003 and 2002

{Dollars in thousands. except share data)

Interest and dividend income:

Loans, including fees

Loans held for sale

Securities, taxable

Federal funds sold

Other interest income

Total interest and dividend income

Interest expense:

Deposits

Federal funds purchased

Borrowed funds

Total interest expense

Net interest income
Provision for loan losses
Net interest income after provision for loan fosses
Noninterest income:
Service charges and fees
Gain on sale of securities
Gain on sale of loans
Other
Total noninterest income
Noninterest expenses:
Salaries and wages
Employee benefits
Occupancy expenses
Equipment expenses
Other operating expenses
Total ncninterest expenses

Income before income taxes
Provision for income taxes

Net income

Earnings per share, basic
Earnings per share, diluted

The accompanying notes are an integral part of these consolidated financial statements.

Years Ended December 31,

2004 2003 2002

§ 12,886 9,658 g 7757
49 50 -
4,19 3,118 2,082

324 189 250

7 i 12
17,462 13,026 10,081
4,345 3293 339
36 2 -

452 323 218
4,833 3,618 3,608
12,629 9,408 6,482
330 662 483
11,639 8,746 5,939
340 290 263

59 299 244

423 255 -
353 303 253
1,175 1147 760
3,964 2678 1,907
725 562 3
871 611 541
497 430 308
2,230 1,683 1,325
8,287 5,964 4,394
4,527 3,929 2,365
1,557 1,328 812

$ 2970 2,601 § 1,553
$ 067 0.73 $ 050
$§ 064 (.68 $ 0.48

James Monroe Bencorp, Inc. , 11




JAMES MONROE BAQRCORP, (NC. AND SUBSIDIARIES

Consclidated Statements of Changes in Stockhelders’ Equity

For the Years Ended December 31, 2004, 2003 and 2002
{Dollars in thousands)

Accumulated

Other Total
Common Capital Retained  Comprehensive  Comprehensive  Stockholders’
Stock Surplus Earnings Income {Loss} Income Equity
Balance, Decembes 31, 2001 $ 960 3 8522 ¢ 131§ 144 3 11,987
Comprehensive income:
Net income 1,553 $ 1,553 1,553
Net change in unrealized gain
on available for sale securities, net of
deferred taxes of 579 1,123
Less: reclassification adjustment,
net of income taxes of 383 161
Other comprehensive income, net of tax 962 962 962
Total comprehensive income $ 2515
Issuance of common stock 281 4,385 4,645
Effect of stock split 613 (613) -
Exercise of stock options 7 60 87
Balance, December 31, 2002 1841 13,354 2,894 1,106 19,185
Comprehensive income:
Nst income . 2,601 $ 2,601 2,801
Net change in unrealized gain
on avaitable for sale securities, net of
deferred taxes of 8452 (878}
Less: reclassification adjustment,
net of income taxes of $102 197
QOther comprehensive (loss), net of tax {1,075) {1,075} 11,075
Total comprehensive income 3 1,526
Issuance of common stack 803 12,201 12,804
Effect of stock split 480 {450} -
Exercise of stock options 40 330 370
Cash paid in lieu of fractional shares {4} 4
Balance, December 31, 2003 2844 25,425 5,491 31 33,891
Comprehensive income:
Net income 2,970 $ 2,970 2,970
Net change in unrealized gain {loss)
on available for sale securities, net of
deferred taxes of $164 (319)
Less; reclassification adjustment,
net of income taxes of $20 {39]
Other comprehensive {loss), net of tax (358) 358 {358)
Total comprehensive income $ 2,612
Issuance of common stock B 121 127
Effect of stack split 1,478 (1,478] -
Exercise of stock optians i 257 274
Cash paid in lieu of fractional shares {3) {3)
Balance, December 31, 2004 $ 4445 $ 24325 § 8458 § {327} $ 36,801

The accompanying notes are an integra! part of these consclidated financial statements.

12 | 2004 Annual Report



JAMES MONROE BARCGAP,

IBC. AND SUBSIDIARIES

Consclidated Statements of Cash Flows
For the Years Ended December 31, 2004, 2003 and 2002
(Oallars in thousands)
Years Ended December 31,
2004 2003 2002
Cash Flows from Operating Activities
Net income $ 2,970 $ 2601 $ 1.553
Adjustments to recancile net income to net cash
provided by operating activities:
Depreciation and amortization 438 323 257
Provision for loan losses 3s0 862 483
Amortization of bond premium 318 439 212
Accretion of bond discount (140) (69) {67)
Realized {gain) on sales of securities available for sale (59) (299} (244)
Realized (gain) on sales of loans held-for-sale (423} (255) -
QOriginiation of loans held-for-sale (23,627} (17,222) -
Proceeds from sales of loans held-for-sale 21,624 16,916 -
Deferred income tax (benefit (291} (2204 {109}
{Increase) in accrued interest receivable {641) (420) {285)
(Increase) decrease in ather assets {92} 28 (196)
Increase {decrease) in accrued interest payable and other liabilities (222) 30 113
Net cash provided by operating activities 843 2,514 1.723
Cash Flows from Investing Activities
Purchases of securities available for sale {103,961} {144,197) {85,969}
Proceeds from calls and maturities of securities available for sale 37,655 23,835 21223
Praceeds from sales of securities svailable for sale 41174 72,397 6,353
Purchases of premises and equipment (1,486) (378) {583)
(Increase) decrease in interest bearing cash balances (2,442 655 1,380
{increase} decrease in Federal funds sold {35.754) 28,826 (19.357)
Net (increase} in loans {81,104) {48,097) (35.031)
Net cash {used in} investing activities (145.815) {66,959) {105,978)
Cash Flows from Financing Activities
Net increase in demand deposits, savings deposits
and money market accounts 124,319 31,054 80,873
Net increase in time depgsits 24,619 10,192 8,732
Net increase {decrease) in Federal funds purchased {6,886} 6,886 -
Proceeds from issuance of common stock 401 13,174 4,713
Proceeds from issuance of trust preferred capital notes - 4,000 5,000
Cash paid in lisu of fractional shares (3} {4) -
Net cash provided by financing activities 142,450 65,302 109,324
Increase {dscrease) in cash and due from banks (2,622) 857 5,088
Cash and Due from Banks
Beginning 11,908 11,051 5,982
Ending $ 9,286 $ 11,808 $ 11,051
Supplemental Disclosures of Cash Flow Information
Interest paid on deposits and borrowed funds $ 4730 $ 3,709 $ 3,640
Inéome taxes paid $ 2143 3 1,272 $ 859
Supplemental Schedule of Noncash Investing Activities,
unrealized gain {loss) on securities available for sale $ {542} $ {1,629) $ 1,458

The accompanying notes are an integral pant of these consolidated financial statements.

James Monroe Bancorp, Ing.
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NOTES TO AUDITED CONSOLIDATED FINANCIAL STATEMERTS

14

Note 1.

Nature of Banking Activities and Significant Accounting Policies

Basis of Presentation and Consclidation

The consolidated financial statements include the accounts of James Manroe Bancarp, Inc. {the “Company”) and its whally owned
subsidiaries, James Monroe Bank {the “Bank”}, James Monroe Statutory Trust | {"Trust |”) and James Monroe Statutory Trust |1
{*Trust II"). In consolidation, significant inter-company accounts and transactions have been eliminated. FASB Interpretation No.
46(R) requires that the Company no longer consclidate James Monrce Statutory Trust | and II. The subordinated debt of the trusts
is reflected as a liability of the Company and the common securities of the trusts as another asset.

Business

The Company, through its banking subsidiary, offers various loan, deposit and other financial service products to its customers,
principally located throughout Narthern Virginia. Additionally, the Company maintains correspondent banking relationships and
transacts daily federal funds transactions on an unsecured basis, with regiona! correspondent banks.

The accounting and reparting policies and practices of the Company conform with U.S. generally accepted accounting principals.
The following is a summary of the most significant of such policies and procedures.

Use of Estimates

The preparation of consolidated financial statements in conformity with U.S. generally accepted accounting principles requires
management to make estimates and assumptions that affect the reported amaunts of assets and liabilities and disclosure of
contingent assets and liabilities at the date of the financial statements and the reported amounts of revenues and expenses during
the reporting period. Actual results could differ from those estimates. Material estimates that are particularly susceptible to
significant change in the near term relate to the determination of the allowance for loan losses and the valuation of deferred tax
assets.

Cash and Cash Equivalents
For purposes of reporting cash flows, cash and due from banks include cash on hand and amounts due from banks, including cash
items in process of clearing.

interest Bearing Deposits in Banks
Interest bearing deposits in banks mature within one month and are carried at cost.

Securities Available for Sale

Securities classified as avaitable for sale are equity securities with readily determinable fair values and those debt securities that
the Company intends to hold for an indefinite period of time but not necessarily to maturity. Any decision to sell a security
classified as available for sale would be based on various factars, including significant movements in interest rates, chanrges in the
maturity mix of the Company’s assets and liabilities, liquidity needs, regulatory capital considerations, and other similar factars.
These securities are carried at fair valug, with any unrealized gains or losses reported as a separate component of other
comprehensive income net of the related deferred tax effect. Purchase premiums and discounts are recognized in interest income
using the interest method over the terms of the securities. Declines in the fair value of available for sale securities below their
cost that are deemed to be other than temporary are reflected in earnings as realized losses. In estimating other than temporary
impairment losses, management considers (1} the length of time and the extent to which the fair value has been less than cost, (2)
the financial condition and near-term prospects of the issuer, and {3) the intent and ability of the Company to retain its investment
in the issuer for a period of time sufficient to allow for any anticipated recovery in fair valug. Gains and losses on the sale of
securities are recorded on the trade date and are determined using the specific identification method. Gains and losses on the sale
of securities are recorded on the trade date and are determined using the specific identification method.
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Loans

The Company, through its banking subsidiary, grants mortgage, commercial and consumer loans to customers. A substantial portion
of the loan portfolic is represented oy commercial real estate loans throughout Northern Virginia. The ability of the Company’s
debtors to honor their contracts is dependent upon the real estate and general economic conditions in this area.

Loans that management has the intent and ability to hold for the foreseeable future or until maturity or pay-off generally are
reported at their outstanding unpaid principal balances adjusted for charge offs, the allowance for loan losses, and any deferred
fees or costs on originated Ioans. Interest income is accrued on the unpaid principal balance. Loan origination fees, net of certain
direct arigination costs, are deferred and recognized as an adjustment of the related loan yield using the interest method.

The accrual of interest on martgage and commercial loans is discontinued at the time the foan is 90 days delinquent unless the
credit is weli-secured and in process of collection. Qther personal loans are typically charged off no later than 180 days past due.
In all cases, loans are placed on nonaccrual or charged off at an earlier date if collection of principal or interest is considered
doubtful.

All interest accrued but not callected for loans that are placed on nanaccrual or charged off is reversed against interest income.
The interest on these loans is accounted for on the cash-basis or cost-recovery method, until qualifying for return to accrual. Loans
are returned to accrual status when all the principal and interest amounts cantractually due are brought current and future
payments are reasonably assured.

Loans Held for Sale

Loans originated and intended for sale in the secondary market are carried at the lower of cost or estimated fair value in the
aggregate. Net unrealized losses, if any, are recognized through a valuation allowance by charges to income. The Company
generally does not ratain the mortgage sesvicing.

Attowance for Loan Losses

The allowance for loan fosses is established as losses are estimated to have occurred through a provision for loan losses charged
to eamings. Loan losses are charged against the allowance when management believes the uncollectibility of & loan balance is
confirmed. Subsequent recoveries, if any, are credited to the allowance. '

The allowance consists of specific, general and unallocated companents. The specific component relates to loans that are
classified as either special mention, substandard or doubtful. For such loans that are also classified as impaired, an allowance is
established when the discounted cash flows {or collaterat velue or observable market price) of the impaired loan is lower than the
carrying value of that loan. The general component covers non-classified loans and is based on historical loss experience adjusted
for qualitative factors. An unailocated component is maintained to cover uncertainties that could affect management’s estimate of
probable losses. The unallocated component of the allowance reflects the margin of imprecision inherent in the underlying
assumptions used in the methodologies for estimating specific and general losses in the portiolio.

A loan is considered impaired when, based on current information and events, it is probable that a creditor will be unable to collect
the scheduled payments of principal or interest when due according to the contractual terms of the loan agreement. Factors
considered by management in determining impairment include payment status, collaterzal value and the probability of collecting
scheduled principal and interest payments when due. Loans that experience insignificant payment delays and payment shortfails
generally are not classified as impaired. Management determines the significance of payment delays and payment shortfalls on a
case-by-case basis, taking into consideration all of the circumstances surrounding the loan and the borrower, inciuding the length of
the delay, the reasons for the delay, the borrower’s prior payment recard, and the amount of the shortfall in relation to the principal
and interest owed. Impairment is measured on a loan by loan basis for commercial and construction loans by either the present
value of expected future cash flows discounted at the loan’s effective interest rate, the loan's obtainable market price, or the fair
value of the collateral if the loan is collateral dependent.

Large groups of smaller balance homogeneous loans are collectively evaluated for impairment. Accordingly, the Company dogs not
separately identify individual consumer and residential loans for impairment disclosures.

James Monroe Bancorp,
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Bank Premises and Equipment
Premises and equipment are stated at cost less accumulated depreciation and amartization that is computed using the straight-line
method over the following estimated useful lives:

Years
Leasehald improvements 10
Furniture and equipment 3-10

Costs incurred for maintenance and repairs are expensed currently,

Income Taxes

Deferred income tax assets and liabilities are determined using the liability (or balance sheet) method. Under this method, the net
deferred tax asset or liability is determined based on the tax effects of the temporary differences between the book and tax bases
of the various balance sheet assets and liabilities and gives currant recognition to changes in tax rates and Jaws. Deferred tax
assets are reduced by a valuation aliowance when, in the opinion of management, it is more likely than not that some portion or all
of the deferred tax assets will not be realized.

Fair Yalue of Financial instruments

Statement of Finantial Accounting Standards (SFAS) No. 107, Disclosures About Fair Value of Financial Instruments, requires
disclosure of fair value information about financial instrumants, whether or not recognized in the balance sheet, for which it is
practicable to estimate that value. In cases where quoted market prices are not available, fair values are based on estimates using
present value techniques. Those techniques are significantly affected by the assumptians used, including the discount rate and
estimates of future cash flows. In that regard, the derived fair value estimates cannot be substantiated by comparison to
independent markets and, in many casas, could not be realized in immediate settlement of the instrument. SFAS No. 107 excludes
certain financial instruments and all nonfinancial instruments from its disclosure requirements. Accordingly, the aggregate fair
value amounts presented should nat be considered an indication of the fair value of the Company taken as a whole.

Rate Lock Commitments

The Company enters inta commitments tg originate loans whereby the interest rate on the loan is determined prior to funding {rate
lock commitments). Rate lack commitments on mortgage loans that are intended to be sold are considered to be derivatives.
Accordingly, such commitments, along with any related fees received from potential borrowers, are to be recorded at fair valuz in
derivative assets or liabilities, with changes in fair value recarded in the net gain or loss on sale of loans. Fair value is based on
fees currently charged to enter into similar agreements, and for fixed-rate commitments also considers the difference between
current levels of interest rates and the committed rates. Prior to July 1, 2002 such commitments were recorded to the extent of
fess received. Fees received were subsequently included in the net gain or loss on sale of loans. Any differences between
recorded and calculated amounts were not material.
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Stock Compensation Plans

At December 31, 2004, the Company has three stock-based compensation plans which are described more fully in Note 8.
The Company accounts for these plans under the recognition and measurement principles of APB Opinion No. 25, Accounting
for Stock Issued to Employees, and related interpretations. No stock-based employee compensation cost is reflected in net
income, as al! options granted under those plans had an exercise price equal te the market value of the underlying commen
stock on the date of the grant. The following table illustrates the effect on net inceme and earnings per share if the Company
had applied the fair value recognition provisions of SFAS No. 123, Accounting for Stock-Based Compensation, to stock-based
employee compensation,

Years Ended December 31,

2004 2003 2002
{Dotlars in thousands, except per share data)
Net income, as reported $ 2970 § 280 $ 1553
Additional expense had the company adopted SFAS No. 123 (667 (299) {75)
Pro forma net income $ 2303 $§ 2302 $ 1478
Earnings per share:
Basic- as reported § 067 $ 073 § 050
Basic- pro forma 0.52 0.64 0.48
Diluted- as reported 0.64 0.68 0.48
Diluted- pro forma 0.43 0.60 0.45

The fair value of each option grant is estimated on the date of grant using the Black-Schales option-priting model with the
folfowing weighted-average assumptions:

2004 2003 2002
Dividend yisld 0.00% 0.00% 0.00%
Expected life 7.7 years 8.3 years 10 years
Expected volatility 37.23% 32.07% 0.50%
Risk-free interest rate 3.80% 4.07% 5.05%

James Monroe Bancorp, Inc.
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Earnings Per Share

Basic earnings per share represents incame available to common stockholders divided by the weighted-average number of common
shares autstanding during the period. Diluted earnings per share reflects additional common shares that would have been
outstanding if dilutive potential common shares had been issued, as well as any adjustment to income that would resuit from the
assumed issuance. Potential common shares that may be issued by the Company relate solely to outstanding stock options, and are
determined using the treasury stock method.

Earnings per comman share have been computed based on the information in the following table. Shares have been restated to
reflect the stock splits as discussed in Note 18. Options totaling 5,000 and 4,313 for the years snded December 31, 2004 and 2003,
respectively were excluded from the computation of diluted earnings per share as their effect would have been anti-dilutive. No
options were excluded from the computation of diluted earnings per share for the year ended Dacember 31, 2002. For the years
presented, there was na adjustment to income from potential common shares.

Years Ended December 31,

2004 2003 ) 2002

(Dolars in thousands, except share and per share datal

Net Income $ 2870 $ 2,601 § 1553
Weighted average shares outstanding--basic 4,435,905 3,589,931 3,082,265
Common share equivalents for stock options 239,266 239,970 158,543
Weighted average shares outstanding--diluted 4875171 3,829,901 3,240,809
Earnings per share-basic $ 067 $ 0.73 $ 0.50
Earnings per share-diluted § 064 $ 0.68 3 0.48

Recent Accounting Proncuncemesnts

In January 2003, the Financial Accounting Standards Board {"FASB") issued FASB Interpretation No. 46, *Consolidation of Variable
Interest Entities” {“FIN 48”), This Interpretation provides guidance with respect to the identification of variable interest entities
when the asssts, liabilities, non-contralling interests, and results of operations of a variable interest entity need to be included in a
Company’s consolidated financial statements. An entity is deemed a variable interest entity, subject to the interpretation, if the
equity investment at risk is not sufficient to permit the entity te finance its activities without additional subordinated financial
support fram other parties, or in cases in which the equity investors lack ane or more of the essential characteristics of a
controling financial interest, which include the ability to make decisions about the entity’s activities through voting rights, the
obligations to absorb the expected losses of the entity if they occur, or the right to receive the expected residual returns of the
entity if they occur. Due to significant implementation issues, the FASB modified the wording of FIN 46 and issued FIN 46R in
Oecember of 2003. FIN 46R deferred the effective date for the pravisions of FIN 46 ta entities other than Special Purpose Entities
{"SPEs") until financial statements issued for periods ending after March 15, 2004. SPEs were subject to the provisions of either
FIN 46 aor FIN 46R as of December 15, 2003. Management has evaluated the Campany's investments in variable interest entities
and potential variable interest entities or transactions, particulerly in trust preferred securities structures because these entities or
transactions constitute the Company’s primary FIN 46 and FIN 46R exposure. The adoption of FIN 46 and FIN 46R did not have a
material effect on the Company’s consolidated financial position or consolidated results of operations.

On March 9, 2004, the SEC Staff issued Staff Accounting Bulfetin No. 105, “Application of Accounting Principies to Loan
Commitments” ("SAB 105”). SAB 105 clarifies existing accounting practices relating to the valuation of issued loan commitments,
including interest rate lock commitments {“IRLC”), subject to SFAS Nc. 149 and Derivative Implementaticn Group Issue C13, " Scope
Exceptions: When a Loan Commitment is included in the Scope of Statement 133.” Furthermore, SAB 105 disallows the inclusion of
the values of a servicing component and other internally developed intangible assets in the initial and subseguent IRLC valuation.
The provisions of SAB 105 were effective for loan commitments entered into after March 31, 2004. The Company has adopted the
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orovisions of SAB 105. Since the pravisions of SAB 105 affect only the timing of the recognition of mortgage banking income,
management does not anticipate that this guidance will have a material adverse effect on either the Company’s consolidated
financial position or consolidated results of operations.

Emerging Issues Task Force Issue No. {EITF) 03-1, * The Meaning of Other-Than-Temporary Impairment and its Application to Certain
Investments,” was issued and is effective March 31, 2004. The EITF 03-1 provides guidance for determining the meaning of “other
than temporarily impaired” and its application to certain debt and equity securities within the scopa of Statement of Financia
Accounting Standards No. 115 “Accounting for Centain Investments in Debt and Equity Securities” "SFAS No. 115"} and
investments accounted for under the cost method. The guidance requires that investments which have declined in value due to
credit cancerns or sclely due to changes in interest rates must be recerded as other-than-temporarily impaired unless the Company
can assert and demonstrate its intention to hold the security for a period of time sufficient to allow for a recovery of fair value up to
or beyond the cost of the investment which might mean maturity. This issue also requires disclosures assessing the ability and
intent to hold investments in instances in which an investor determines that an investment with a fair value less than cost is not
other-than-temporarily impaired. On September 30, 2004, the financial Accounting Standards Board decided to delay the effective
date for the measurement and recognition guidance contained in Issue 03-1. This delay does not suspend the requirement to
recognize other-than-temporary impairments as required by existing authoritative literature. The disclosure guidance in Issue 03-1
was not delayed.

EITF No. 03-16, "Accounting for Investments in Limited Liability Companies was ratified by the Board and is effective for reporting
periads beginning after June 15, 2004." APB Opinion No. 18, " The Equity Method of Accounting Investments in Common Stock,”
prescribes the accounting for investments in common stock of corporations that are not consolidated. AICPA Accounting
Interpretation 2, “/nvestments in Partnerships Ventures,” of Opinion 18, indicates that “many of the provisions of the Opinion would
be appropriate in accounting” for partnerships. In E/TF Abstracts, Topic No. D-46, " Accounting for Limited Partnership Investments,”
the SEC staff clarified its view that investments of more than 3 to 5 parcent are considered to be more than minor and, therefore,
should be accounted for using the equity method. Limited liability companies {LLCs) have characteristics of both corporations and
partnerships, but are dissimilar from both in certain respects. Oue to those similarities and differences, diversity in practice exists
with respect to accounting for non-controlling investments in LLCs. The consensus reached was that an LLC should be viewed as
similar ta a corporation or similar to & partnership for purpases of determining whether a non-controlling investment should be
accounted for using the cost method or the equity method of accounting. The Company had no such investments as of December
31, 2004. -

in December 2004, the FASB issued Statement of Financial Accounting Standards No. 123 (revised 2004), “ Share-Based Payment.”
This Statement establishes standards for the accounting for transactions in which an entity exchanges its equity instruments for
goods or Services. it also addresses transactions in which an entity incurs liabilities in exchange for goods or services that are
based on the fair value of the entity’s equity instruments or that may be settled by the issuance of those equity instruments. The
Statement focuses primarily on accounting for transactions in which an entity obtains employse services in share-based payment
transactions. The Statement requires a public entity to measure the cost of employee services received in exchange for an award of
equity instruments based an the grant-date fair value of the award {with limited excepticns). That cost will be recognized over the
period during which an employee is required to provide service in exchange for the award - the requisite service period {usually the
vesting period). The entity will initially measure the cost of employee services received in exchange for an award of liability
instruments based an its current fair value; the fair value of that award will be remeasured subsequently at each reporting date
through the settlement date.  Changes in fair value during the requisite service period will be recognized as compensation cost
over that period. The grant-date fair value of employee share options and similar instruments will be estimated using option-pricing
mode's adjusted for the unique characteristics of those instruments (unless observable market prices for the same or similar
instruments are available). If an equity award is modified after the grant date, incremental compensation cost will be recognized in
an amount equal to the excess of the fair value of the modified award over the fair value of the ariginal award immediately before
the modification. This Statement is effective for public entities that do not file as small business issuers—as of the beginning of
the first interim or annual reporting period that begins after June 15, 2005. Under the transition method, compensation cost is
recagnized on or after the required effective date for the portion of outstanding awards for which the requisite service has not yet
been rendered, based on the grant-date fair value of those awards calculated under Statement 123 for either recognition or pro
forma disclosures. For periods before the required effective date, entities may elect to apply a modified version of retrospective
application under which financial statements for prior periods are adjusted on a basis consistent with the pro forma disclosures
required for those periods by Statement 123.

James Monroe Bancorp,
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{Dollars in thousands)
U.S. Government and
federal agency
Mortgage backed
Corporate notes
Restricted stack

{Dollars in thousands)

1J.S. Government and
federal agency
Mortgage backed
Corporate notes
Restricted stock

(Dolfars in thousands)

U.S. Government and
federal agency
Mortgage backed
Corporate notes

{Dolfars in thousands)

U.S. Government and
federal agency

Mortgage backed

Corporate notes
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Note 2. Securities Available for Sale

The amgrtized cost and estimated fair valug of securities available for sale, with gross unrealized gains and losses, follows:

December 31, 2004
Gross Gross
Amortized Unrealized Unrealized Market
Cost Gains Losses Value
$ 121594 $ 229 $ {686} $ 121,137
22,208 172 {208} 22172
2151 26 (29) 2,148
1,338 - - 1,338
$ 147,291 $ 427 $ {923) $ 146,795
December 31, 2003
Gross Gross
Amortized Unrealized Unrealized Market
Cost Gains Losses Value
$ 95,196 $ 322 $ {589) $ 94,929
19,883 208 (162) 19,927
5,301 279 {9) 6,571
901 ~ - 9
$ 122281 $ 807 3 {760) $ 122.328

Information pertaining to securities with gross unrealized losses at December 31, 2004 and December 31, 2003, aggregated by
investment category and length of time that the individual securities have been in a continuous loss position, follows:

December 31, 2004
Less Than 12 Months 12 Months or More
Unrealized Unrealized
Fair Value (Loss) Fair Value (Loss)
$ 53,745 $ {336) $ 11,182 $ {350)
7.505 (109) 3,556 (99)
1,020 (29) - -
$ 62,270 $ (474) $ 14,748 $ {449)
December 31, 2003
Less Than 12 Months 12 Months or More
Unrealized Unrealized
Fair Value {Loss) Fair Value {Loss)
§ 51316 $ (589) $ - 3 -
10,046 (162) - -
1,051 {9 = i
$ 62413 $ (760) $ - § -
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)
Management evaluates securities for other-than-temporary impairment at Igast on a quarterly basis, and more frequently when
economic or market concerns warrant such evaluation. Consideration is given to (1) the length of time and the extent to which the
fair value has been less than cost, (2) the financial condition and near-term prospects of the issuer, and (3) the intent and ability of
the Company to retain its investment in the issuer for a period of time sufficient to allow for any anticipated recovery in fair value.

The bonds in an unrealized loss position at December 31, 2004 were temporarily impaired dug to the current interest rate
environment and not increased credit risk. All securities owned by the Company are payable at par at maturity. Of the temporarily
impaired securities, 17 are U.S. Government agency issued bonds (Government National Mortgage Association and the Federal
Home Loan Bank) rated AAA by Standard and Poor’s, 25 are government sponsored enterprise issued bonds (Federal National
Mortgage Association and Federal Home Loan Mortgage Corporation} rated AAA by Standard and Poor's, and one is a corporate
bond rated BBB by Standard and Poor's. As management has the ability to hold debt securities until maturity, or for the foreseeable
future, no declines are deemed to be other than temporary.

The amortized cost and fair value of securities by contractual maturity at December 31, 2004 fotlows:

Amortized Fair

{Dolfars in thousands) Cost Value
Due within one year $ 80,041 $§ 79828
Due after ane year but within five years 43,241 43,011
Due after five years but within ten 3.634 3,639
Due after ten years 19,037 18,978
145,953 145,457

Restricted stock 1,338 1,338
Tota! available for sale securities $ 147291 $ 146795

Securities carried at $43,510,000 and $37,482,000 at December 31, 2004 and 2003, respectively, were pledged to secure public
deposits and for other purposes required or permitted by law.

For the years ended December 31, 2004, 2003 and 2002, proceeds from sales of securities available for sale amounted to
$41,174,000, $72,397,000 and 36,359,000, respectively. Gross realized gains amounted to $59,000, $299,000 and $244,000,
respectively. The tax provision applicable to these realized gains amounted to $20,000, $102,000, and $83,000 respectively.

James Monroe Bancorp, Inc.
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Major classifications of loans are as follows:

{Dollars in thousands)

Construction loans

Commercial loans

Commercial real estate loans
Real estate-1-4 family residential
Home equity loans

Consumer loans

Deposit overdrafts

Less allowance for loan losses
Net loans

{Dollars in thousands/

Beginning balance
Loan charge-offs;
Commercial
Consumer
Total charge-offs
Recoveries of loans previously charged-off:
Commercial
Consumer
Tatal recoveries
Net charge-offs
Provision for loan losses

Ending balance
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Changes in the allowance for loan losses are as follows:

Note 3. Loans and Allowance for Loan Losses

December 31,

2004 2003
§ 335165 $ 18130
32,7182 24,885
167,696 113,316
1,559 3,801
5,400 3,193
7,290 5,691
103 31
249,996 169,047
(2,790) {1,955)

$ 247,208

Years ended December 31,

$167,082

2004 2003 2002
1935 % 1,390 $§ 1030
{135) (71} {23)

{21) (41) {103)
{156) (112) {126}
- 15 -

1 - 3

1 15 3
(155) {87) (123)
930 662 483
2790 § 1,955 § 1390
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The following is a summary of information pertaining to impaired loans:

December 31,
{Dollars in thousands) 2004 2003
Impaired loans with a valuation allowance $ 349 $ 34
impaired loans without a valuation allowance - -
Total impaired loans $ 343 $ 324
Valuation allowance related to impaired loans 3 349 $ 184
Years Ended December 31,

{Oolfars in thovsands) 2004 2003 2002
Average investments in impaired foans $ 353 $ 282 $ 243
interest income recognized on impaired ioans $ - $ vy $ ~

Interest income recegnized on a cash
basis on impaired loans $ - $ 21 $ ~

No additional funds are committed to be advanced in connection with impaired loans.

All nonaccrual loans were included in the impaired loan disciosure under SFAS No. 114 as of December 31, 2004. Nanaccruat
loans excluded from impaired loan disclosure under SFAS No. 174 amounted to $186,000 and $56,000 at December 31, 2003
and 2002 respectively. if interest on these loans had been accrued, such income would have approximated $12,000 for 2003
and $10,000 for 2002.

There were no loans 90 days past due and still accruing interest at December 31, 2004 or 2002. Loans totaling $34,000 were
90 days past due and still accruing interest at December 31, 2003.
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Note 4. Bank Premises and Equipment

Bank premises and equipment consist of the following:

December 31,

{Dollars in thousands) 2003 2003
Leasehold improvements 3 1,243 $ 743
Furniture and equipment 1,370 763
Computers 813 455
Software 398 278
Premises and equipment in process 22 118
3,847 2,363
Less accumulated depreciation 1,409 a75
$ 2,438 $ 1,388

Depreciation and amortization charged to operations totaled $436,000, $323,000 and $257,000 for the years ended December
31,2004, 2003 and 2002, respectively.

Note 5. Deposits

Interest bearing deposits consist of the following:
December 31,

(Dollars in thousands) 2004 2003
NOW accounts $ 14,389 $ 12,068
Savings accounts 4381 2,846
Money market accounts 220,315 126,091
Certificates of deposit under $100,000 12,210 13,115
Certificates of deposit $100,000 and aver 59,310 33,694
Individual retirement accounts 1612 1,704
§ 31213 $ 189,518

At December 31, 2004, the scheduled maturities of time deposits are as follows:

(Dollars in thousands)

2005 $ 62.088
2006 2,608
2007 5675
2008 358
2008 2

§  nan
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Note 6. Income Taxes

Significant companents of the Company’s net deferred tax assets consist of the following:

December 31,
{Dollars in thousands) 2004 2003
Deferred tax assets:
Provision for Joan losses $ a0 $ 630
Unrealized loss on securities available for sale 169 -
Nonaccrual interest 21 -
Amaortization of organization and start-up costs - ‘ 2
1,091 632
Deferred tax ligbilities:
Depreciation (18} {19)
Unrealized gain on securities available for sale ~ {16)
(18} (35]
Deferred tax asset, net $ 1,073 $ 597

Allocation of federal income taxes between current and deferred portions for the years ended December 31, 2004, 2003 and 2002

is as follows:
Years Ended December 31,
{Dolfars in thousands) 2004 2003 2002
Current tax provision $ 1848 $ 1548 $ 921
Deferred tax (benefit} (281} (220} (109}

§ 1587 $ 1328 $ 812

The income tax provision differs from the amount of income tax determined by applying the U.S. federal income tax rate to pretax
income for the years ended December 31, 2004, 2003 and 2002, due to the following:

Years Ended December 31,

{Dollars in thousands) 2004 2003 2002
Camputed "expected” tax expense $§ 1539 $ 1336 $ 804
Increase {decrease) in income taxes resulting from:
Nandeductible expenses " 9 8
QOther 7 (17 ~
$ 1557 $ 1328 3 812
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Note 7. Lease Commitments and Total Rental Expense

The Company leases its facilities under operating leases expiring at various dates through 2011. The leases provide that the
Company pay as additional rent, its proportionate share of real estate taxes, insurance, anc othsr operating expenses. The leases
contain a provision for annual increases of 3%. Total rental expense for the years ended December 31, 2004, 2003 and 2002 was
$662,000, $450,000 and $398,000, respectively.

The minimum lease commitments for the next five years and thereafter are:

{Dollars in thousands)

2005 $ 890
2006 853
2007 . 844
2008 545
2009 563
Thereafter 2450

$ 6,145

Note 8. stock Option Plans

The Company’s 1998 Stock Option Plan (1998 Plan) for key employees is accounted for in accordance with Accounting Principles
Board (APB) Opinion 25, Accounting for Stock Issued ta Employees, and related interpretations, The 1388 Plan provides that
258,412 shares of the Company’s comman stack will be reserved for both incentive stock options and non-qualified stock options to
purchase common stock of the Company. The exercise price per share for incentive stock options and non-qualified stock options
shall not te less than the fair market value of a share of common stock on the date of grant, and may be exercised in increments,
commencing after the date of grant. One-third of the options granted become vested and exercisable in each of the three years
following the grant date. Each incentive and non-qualified stock option granted under this plan shall expire not more than ten
years from the date the option is granted.

In 1899, the Company adopted a stock option plan in which options for 188,100 shares of common stock were reserved for issuance
to directors of the Company. The Company applies APB Opinion 25 and related interpretations in accounting for the stock option
plan. Accordingly, no compensation has been recognized for grants under this plan. The stock option plan requires that options be
granted at an exercise price equal to at least 100% of the fair market value of the commaon stock on the date of grant. All options
granted under this plan have vested and expire not more than ten years from the date the options were granted.

In 2003, the Company adopted the 2003 Executive Compensation pian that reserves 375,000 shares of the Company’s common
stock for toth incentive and non-qualified stock options, restricted stock, and stock appreciation rights, for issuance to employees
and directors. The Company applies APB Opinion 25 and related interpretations in accounting for the plan. Accordingly, no
compensation has been recognized for grants under this plan. The stock option plan required that options be granted at an exercise
price equal to at least 100% of the fair market value of the common stock on the date of grant. Options granted under this plan
become vested and exercisable within three to five years following the grant date with the exception of options granted to
directars which vest immediately. Options granted under this plan shall expire not more than ten years from the date the option is
granted.
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A summary of the status of the Company’s employee stock options is presented in the table below. Information has been restated

to reflect the stock splits as discussed in Note 18

2004 2003 2002
Weighted Weighted Weighted
Average Average Average
Exercise Exercise Exercise
Shares Price Shares Price Shares Price

Outstanding at beginning of year 200,187 § 757

Granted 114,000 18.53
Exercised (7.412) 9.56
Forfeited {6.952) 15.85
Outstanding at end of year 299,823 11.46

Options excercisable at year end 210,597 ¢ 872

Weighted average fair value of
options granted during the year § 972

202886  $ 415 M2 § 372

61,350 15.65 31,641 6.45
(60,488) 477 - -
{3,562 7.79 - -
200,187 157 202,886 415

149703 ¢ 5.47 175907 § 383

$ 6.70 § 283

A summary of the status of the Company’s director stock options is presented in the table below. Information has been restated to

refiect the stock splits as discussed in Note 18.

2004 2003 2002
Weighted Weighted Weighted
Average Average Average
Exercise Exercise Exercise
Shares Price Shares Price Shares Price

Outstanding at beginning of year 191,249 § 579

Granted 57,000 18.61
Exercised (15,359} 10.48
Qutstanding at end of year 232,880 8.62

Options excercisable at year end 232890 § 8.62

Weighted average fair value of
. options granted during the year $ 7.13

191243 § 5.79

161,258 § 4.03 151313 § 355

28991 15.24 22,218 6.58
- - (17,274) 392
191.248 5.79 161.258 403

161258 $§  4.03

$ 776 $ 281

information pertaining to options outstanding for all plans at Cecember 31, 2004 is as follows:

Options Outstanding

Options Exercisable

Weighted Weighted Weighted

Average Average Average

Range of Number Remaining Exercise Number Exercise

Exgrcise Prices Outstanding Contractual Life Price Exercisable Price

$3.56-500 247 866 4.15 years $ 3.56 247 866 $ 356
$5.01-9.50 39,478 702 6.29 39,476 8.29
$9.51-13.00 - - - - -
$13.01-1876 245,370 9.04 17.58 156,145 17.38
532,712 6.62 years $ 1022 443,487 g 8.67

......




WBTES YO AUDITED CONSOLIDATED FIRANCIAL STATEMERTS

Note 9. 401(k) Plan

Effective January 1, 1998, the Company adopted a Section 401{k} plan covering employees mesting certain eligibility
requirements as to minimum age and years of service. Employees may make voluntary contributions to the 401(k) plan
through payroll deductions on a pre-tax basis. The Company may make discretionary contributions to the 401{k) plan based on
its earnings. The plan has a KSOP component whereby employses may elect to allocate a portion of funds to an Employee
Stack Ownarship Plan. The employer's contributions are subject to a vesting schedule requiring the completion of five years
of service before these benefits become vested. A participant’s 401(k) plan account, together with investment earnings
thereon, is distributable following retirement, death, disability or other termination of employment under various payout
options. For tha years ended December 31, 2004, 2003 and 2002, expense attributable to the plan amounted to $80,000,
$43,000 and $29,000 respectively.

Note 10. Minimum Regulatory Capital Requirements

The Campany (on a consclidated basis) and the Bank are subject to various regulatory capital requirements administered by
the federal banking agencies. Failure to meet minimum capital requirements can initiate certain mandatory and possibly
additional discretionary actions by regulators that, if undertaken, could have a direct material effect on the Company's and
Bank’s financial statements. Under capital adequacy guidelines and the regulatary framework for prompt corrective action,
the Company and the Bank must meet specific capital guidelines that involve quartitative measures of their assets, liabilities
and certain off-balance-sheet items as calculated under regulatory accounting practices. The capital amounts and
classification are also subject to qualitative judgments by the regulators about components, risk weightings, and other
factors. Prompt corrective action provisions are not applicable o bank holding companies.

Quantitative measures established by regulation to ensure capital adequacy require the Company and the Bank to maintain
minimum amounts and ratios (set forth in the following table) of total and Tier 1 capital (as defined in the regulations) to risk-
weighted assets {as defined) and of Tier 1 capital (as defined) to average assets {as defined). Management beligves, as of
December 31, 2004 and 2003, that the Company and the Bank exceeded al} capital adequacy reguirements to which they are
subject. :

As of December 31, 2004, the most recent notification from the Federal Deposit Insurance Carperation categorized the Bank
as well capitalized under the regulatory framework for prompt corrective action, To be categorized as well capitalized, an
institution must maintain minimum total risk-based, Tier 1 risk-based and Tier 1 leverage ratios as set forth in the following
tables. There are no conditions or events since the notification that management believes have changed the Bank’s category.
The Company's and the Bank's actual capital amounts and ratios as of December 31, 2004 and 2003 are also presented in the
table.

28 | 2004 Annual Report




ROTES YO AUDITED COMSOLIDATED FINANCIAL STATEMENTS

Minimum to be Well
Capitalized Under

Minimum Capital Prompt Corrective
Actual Requirement Action Provisions
{Doflars in thousands) Amount Ratio Amount Ratio Amount Ratio
As of December 31, 2004
Total Capital {10 Risk Weighted Assets):
Consolidated $ 49,018 17.1% § 22906 8.0% N/A N/A
Bank $ 34782 12.3% $ 22859 80% & 2834 10.0%
Tier 1 Capital {to Risk Weighted Assets):
Consolidated $ 46,229 16.1% $ 11485 4.0% N/A N/A
Bank § 31,992 11.3% $§  M33%B 40% $ 17002 6.0%
Tier 1 Capital [to Average Assets):
Consofidated $ 46,229 10.7% § 17234 40% N/A N/A
Bank $ 31,992 1.7% $ 16,641 40% $ 20,801 5.0%
As of December 31, 2003:
Total Capital {to Risk Weighted Assets):
Consolidated $ 44818 22.9% $ 156860 8.0% N/A N/A
Bank $ 24,995 13.1% $ 15316 8.0% $ 19,145 10.0%
Tier 1 Capital {to Risk Weighted Assets);
Consolidated $ 42,863 21.9% $ 7.830 4.0% N/A N/A
Bank $ 23,040 12.0% $ 7,658 4.0% $ 11487 6.0%
Tier 1 Capital {to Average Assets).
Consolidated $ 42,863 14.3% $ 12,003 4.0% N/A N/A
Bank 3 23.040 8.0% 3 11.451 4.0% $ 14326 5.0%

Restriction on Dividends

Prior approval of the Bank's regulatory agencies is required to pay dividends which exceed the Bank’s net profits for the current year, plus
its retained net profits for the preceding two years. At December 31, 2004, the Bank could pay $7.218,000 in dividends without prior
regulatory approval. The Bank did nat pay any cash dividends during the years ended December 31, 2004, 2003 or 2002,
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Note 1. off-Balance Sheet Activities

Credit-Related Financial Instruments. The Company is a party to credit related financial instruments with off-balance sheet risk in the
narmal course of business to meet the financing needs of its customers. These financial instruments include commitments to extend
credit, standby letters of credit and commercial letters of credit. Such commitments invelve, to varying degrees, elements of credit
and interest rate risk in excess of the amount recognized in consalidated balance sheets.

The Company's exposure ta credit loss is represented by the contractual amount of these commitments. The Company follows the
same credit policies in making commitments as it does for on-balance sheet instruments. At December 31, 2004 and 2003, the
following financial instruments were outstanding whose contract amounts represent credit risk;

{Dollars in thousands) - 2004 2003
Commitments to extend credit by 52 461 $ 25,883
Standby letters of credit $ 2591 g 13N

Commitments to extend credit are agreements to lend to a customer as long as there is no viotation of any condition established in
the contract. Commitments generally have fixed expiration dates or other termination clauses and may require payment of a fee.
The commitments for equity lines of credit may expire without being drawn upon. Therefore, the tatal commitments amounts do nat
necessarily represent future cash requirements. The amount of collateral obtained, if it is deemed necessary by the Company, is
based on management's credit evaluation of the custemer.

Unfunded commitments under commercial lings-of-credit, revolving credit lines and overdraft protection agreements are
commitments for possible future extensions of credit to existing customers. These lines-of-credit are uncollateralized and usually do
not contain a specified matusity date and may not be drawn upon to the total extent to which the Company is committed.

Commercial and standby letters-of-credit are conditional commitments issued by the Company to guarantee the performance of a
customer to a third party, Those letters-of-credit are primarily issued to suppart public and private barrowing arrangements.
Essentially all letters-of-credit issued have expiration dates within one year. The credit risk involved in issuing letters-of-credit is
essentially the same as that involved in extending loan facilities to customers. The Company generally halds collateral supporting
those commitments if deemed necessary.

The Company maintzins a portion of its cash balances with several financial institutions. Accounts at each institution are secured by
the Federal Deposit Insurance Corporation up to $100,000. Unsecured balances were approximately $691,000 at December 31, 2004.

Note 12. Transactions with Directors and Officers

The Company has had, and may be expected to have in the future, banking transactions in the ordinary course of business with
directors and principal officers, their immediate families and affiliated companies in which they are principal stockholders {commonly
referred to as related parties). In the opinion of management, such loans are made on the same terms, including interest rates and
collateral, as those prevailing at the time for comparable transactions with others. They do not involve more than normal credit risk
or present ather unfavorable features.

Agaregate loan balences with ralated parties totaled $4,030,000 and $4,319,000 at Cecember 31, 2004 and 2003, respectively.
During the year ended December 31, 2004, total principa! additions were $300,000 and total principal payments were $589,000.
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Note 13. Fair Value of Financial Instruments and Interest Rate Risk

The following methods and assumptions were used to estimate the fair value of each class of financial instruments for which it is
practicable to estimate that value:

Cash and Cash Equivalents - For these instruments, the carrying amount is a reasonable estimate of fair value.

Interest Bearing Deposits in Banks - The carrying amounts of interest bearing deposits maturing within ninety days
approximate their fair value.

Available for Sale Securities - Fair values for securities, excluding restricted stock, are based on quoted market prices. If a
quoted market price is not available, fair value is estimated using quoted market prices for similar securities. The carrying value of
restricted stock approximates fair value based on the redemption provisions of the respective entity.

Loans Receivable - Fair value for performing loans is calculated by discounting estimated cash flows using interest rates currently
being offered for loans with similar terms to borrowers of similar credit quality. Fair value for non-performing loens is based on the
lesser of estimated cash flows which are discounted using a rate commensurate with the risk associated with the estimated cash
flows, or values of underlying collateral.

ffortgage Loans He!d fer Sale - Fair values of mortgage loans held for sale are based on commitments on hand from investors or
prevailing market prices.

Depasit Liabilities - The fair value of demand dzposits, savings accounts and certain money market deposits is the amount
payable on demand at the reporting date. The fair value of certificates of deposit is based on the discounted value of contractual
cash flows. The discount rate is estimated using the rates currently offered for deposits of similar remaining maturities.

Long-Term Borrewings - The fair values of the Company's long-term borrowings are estimated using discounted cash flow
analysis based on the Company's current incremental borrowing rates for similar types of borrowing arrangements.

Accrued Interest - The carrying amounts of accrued interest approximate fair value.

Oti Balance Sheat Instrements - Fair values for off-balance shaet credit-related instruments are based on fees currently charged
to enter similar arrangements, taking into account the remaining terms of the agreements and the present creditworthiness of the
counterparties. For fixed rate loan commitments, fair value also considers the difference between current levels of interest rates
and the committed rates. The fair value of standby letters of credit is based on fees cusrently charged for similar agreements or on
the estimated cost to terminate them or otherwise settie the obligations with the counterparties at the reporting date. At
December 31, 2004 and 2003, the fair values of loan commitments and standby letters of credit were deemed immaterial.
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T

The estimated fair values of the Company's financial instruments at December 31, 2004 and 2003 are as follows:

December 31, 2004 December 31, 2003
Carrying Fair Carrying Fair
{Dollars in thousands) Amount Value Amount Value
financial assets:
Cash and due from banks $ 9,286 $ 9,286 $ 11,808 3 11,308
Interest bearing deposits in banks 2,442 2442 - -
Federal funds sold 35,754 35,754 - -
Securities available for sale 146,795 146,795 122,328 122,328
Loans held for sale 2.987 2987 561 561
Loans, net 247,206 238,439 167,092 164,701
Accrued interest 1,977 1977 1,336 1,336
Financial liabilities:
Deposits $ 404,054 $ 403339 $ 255118 $ 255439
Federal funds purchased - - 6.888 6,885
Long-term borrowings 9279 8,256 8278 8,264
Accrued interest 277 27 115 115

The Company assumes interest rate risk {the risk that general interest rate levels will change} as a result of its normal
operations. As a result, the fair values of the Company’s financial instruments will change when interest rate levels change
and that change may be either favorable or unfavorable to the Company. Management attempts to match maturities of
assets and liabilities to the extent believed necessary to minimize interest rate risk. However, borrowers with fixed rate
obligations are less likely to prepay in a rising rate enviranment and mare likely to prepay in a falling rate environment.
Conversely, depositors who are receiving fixed rates are more likely to withdraw funds before maturity in a rising rate
environment and less likely to do so in a falling rate environment. Management monitors rates and maturities of assets and
liabilities and attempts to minimize interest rate risk by adjusting terms of new loans and deposits and by investing in
securities with terms that mitigate the Company's averall interest rate risk.

Note 14. Commitments and Contingent Liabilities

The Bank has unsecured lines of credit with correspondent banks totaling $26,500,000 avaifable for overnight borrowing.
There were no amounts drawn on these lings at Dacember 31, 2004, The Company had outstanding balances on these lines
of $6,886,000 at December 31, 2003.

As a member of the Federal Reserve System, the Bank is required to maintain certain average reserve balances. For the final
reporting period in the year ended December 31, 2004, the aggregate amount of daily average balances was approximately
$£7,268,000.
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Note 15. Other Noninterest Income and Expenses

The principal components of other noninterest income in the consolidated statements of income are:

{Dollars in thousands/ 2004 2003 2002

Cash management fee income $ 100 $ 113 $ 130

QOther fee income 253 190 123
$ 353 $ 303 $ 253

The principal components of other operating expenses in the consolidated statements of income are:

{Dollars in thousands) 2004 2003 2002

Data processing costs $ 498 $ a3 $ 360
Advertising and public relations 229 102 123
Professional fees 359 197 168
Courier and express services 122 134 105
Meals and entertainment 66 55 44
Supplies 73 70 75
Postage 58 52 43
State franchise tax 263 217 155
Other 562 483 252

$ 2.230 $ 1,683 $ 1,325

Note 16. condensed Financial Statements of Parent Company
Financial information pertaining only to James Monroe Bancarp, Inc. is as follows:

Condensed Balance Sheets
December 31, 2004 and 2003

(Dollars in thousands) 2004 2003
Assets
Cash 3 - $ 1,359
Interest bearing deposits in banks 2,442 -
Securities available for sale, at fair value 11.347 17.985
Investment in subsidiary bank 31,686 23,068
Other assets 10 77

$ 46,185 $ 43,175

Liabilities and Stockholders' Equity

Other liabilities $ 5 $ 5
Trust preferred capital notes 9,279 9.279
Stockholders' equity 36,301 33,891

§ 45,185 $ 43175
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Condensed Income Statements
For the Years Ended December 31, 2004, 2003 and 2002
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{Oollars in thousands) 2004 2003 2002
interest income 3 860 $ 284 $ 229
Interest expense 452 323 218
Cperating expense 152 102 €9
Income {lass) before income tax expense
(benefit} and equity in undistributed
income of subsidiaries 56 (141} (58}
Income tax expense (benefit) 38 (67) (20)
Equity in undistributed income of
subsidiaries 2952 2,675 1,591
Net income 3 2,970 $ 2,601 § 1,553
Condensed Statements of Cash Flow
For the Years Ended December 31, 2004, 2003 and 2002
{Dollars in thousands) 2004 2003 2002
Cash Flows from Operating Activities
Net income 2970 § 2601 $ 1553
Adjustments to reconcile net income to
net cash provided by {used in) aperating activities.
Equity in undistributed income of subsidiaries (2,952} (2,675) {1,591)
{Increase) decrease in other assets 60 (294) (184)
Increase in other liabilities - 4 )
Net cash provided by {used in} aperating activities 78 (364) 2211
Cash Flows from Investing Activities
Purchases of securities available for sale (1.980) {17,011) {7,121}
Proceeds from calls and maturities of securities available for sale 8,595 4,901 1,249
Investment in subsidiary bank {6,000 {4,000} {5,000)
{increase) decrease in interest bearing deposits in banks {2,442 655 1.380
Net cash {used in) investing activities {1,827) (15,455) {9,492}
Cash Flows from Financing Activities
Proceeds from issuance of comman stack 401 13,174 4,713
Proceeds from issuance of trust preferred capital notes - 4,000 5000
Cash paid in lieu of fractional shares (3) (4) -
Net cash provided by financing activities 398 17,170 9,713
Increase (decrease) in cash and cash equivalents (1,351) 1,351 -
Cash and Cash Equivalents, beginning of year 1,351 - -
Cash and Cash Equivalents, end of year - & 135 $ -
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Note 17. Trust Preferred Capital Securities

On March 25, 2002, James Monroe Statutory Trust [, a subsidiary of the Company, was formed for the purpase of issuing
redeemable trust preferred securities and purchasing the Company’s junior subordinated debentures, which are its sole
assets. The Company owns ail of Trust I's outstanding common securities. On March 26, 2002, $5 million of the trust
preferred securities were issued in a pooled underwriting totaling approximately $500 million. The securities bear interest at
a rate equal to the three-month LIBOR plus 360 basis points, subject to a cap of 11% which is set and payable on a quarterly
basis. During 2004, the interest rates ranged from 4.71% to 5.55%. The rate for the quarterly period beginning December 26,
2004, was 6.15%. The securities have a maturity date of March 25, 2032, and are subject to varying call provisions beginning
March 28, 2007.

On July 186, 2003, James Monroe Statutory Trust I}, a nawly formed subsidiary of the Company, was formed for the purpose of
issuing redeemable trust preferred securities and purchasing the Company's junior subordinated debentures, which are its
sole assets. The Company owns alt of Trust i's outstanding common securities. On July 31, 2003, $4 million of the trust
preferred securities were issued in a private placement transaction. The securities bear interest at a rate egual to the three-
month LIBOR plus 310 basis points, subject to a cap of 12% which is set and payable on a quarterly basis. During 2004, the
interest rates ranged from 4.20% to 5.08%. The rate for the quarterly period beginning December 31, 2004, was 5.66%. The
securities have a maturity date of July 31, 2033, and are subject to ranging cail provisions beginning July 31, 2008.

The trust preferred securities may be included in Tier 1 capital for regulatory cepital adequacy determination purposes up to
25% of Tier 1 capital. The portion of the securities not considered as Tier 1 capital wilt be included in Tier 2 capital. At
December 31, 2004, all of the trust preferred securities qualified as Tier 1 capital.

The Company and the Trusts believe that, taken together, the Company's obligations under the junior subordinated debentures,
the Indentures, the Trust Declarations and the Guarantees entered into in connection with the issuance of the trust preferred
securities constitute a full and unconditicnal guarantee by the Company of the Trusts’ respective obligations with respect to
the trust preferred securities.

Subject to certain exceptions and limitations, the Company may elect from time to time to defer interest payments on the
junior subordinated debt securities, which would result in a deferral of distribution payments on the related trust preferred
securities.

Note 18. common Stock Splits

On July 25, 2002, the Company issued 613,195 additional shares necessary to effect a 3-for-2 comman stock spfit in the form
of a 50% stock dividend ta shareholders of record July 11, 2002. The earnings per common share for all periods prior to July
2002 have been restated to reflect the stock split.

On May 16, 2003, the Company issued 459,968 additional shares necessary to effect a 5-for-4 common stock split in the farm
of 8 25% stock dividend to shareholders of record April 25, 2003. The earnings per common share for all periods prior to May
2003 have been restated to reflect the stock split.

On June 1, 2004, the Company issued 1,478,317 additional shares necessary to effect a 3-for-2 common stock split in the form
of a 50% stock dividend to shareholders of record on May 14, 2004. The earnings per common share for alt periads prior to
June 2004 have been restated to reflect the stock split.
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Yount, Hyds & Barbour, P.C.
Cetifled Aublle Accoumary
and Consuttenty

REPORT OF INDEPENDENT REGISTERED
PUBLIC ACCOUNTING FIRM

To the Stockholders and Directors
James Monroe Bancorp, Inc. and Subsidiaries
Arlington, Virginia

We have audited the accompanying consolidated balance sheets of James Monroe
Bancorp, Inc. and Subsidiaries as of December 31, 2004 and 2003, and the related consolidated
statements of income, changes in stockholders’ equity and cash flows for the years ended
December 31, 2004, 2003 and 2002. These financial statements are the responsibility of the
Company's management. Qur responsibility is to express an opinion on these financial
statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company
Accounting Oversight Board (United States). Those standards requite that we plan and perform
the audit to obtain reasonable assurance about whether the financial statements are free of
material misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial staterments. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating
the overall financial statement presentation. We believe that our audits provide a reasonable basis
for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in
all material respects, the financial position of James Monroe Bancorp, Inc. and Subsidiaries as of
December 31, 2004 and 2003, and the results of their operations and their cash flows for the years
ended December 31, 2004, 2003 and 2002, in conformity with U.S. generally accepted
accounting principles.

W,W;ngfc

Winchester, Virginia
January 7, 2005

50 South Cameran St.
P.0. Box 2560
Winchester, VA 22604
540-662-3417 Offices located in; Winchester, Middleburg, Leesburg and Culpeper, Virginia
FAX 540-662-4211 Member: Ametican Institute of Certified Public Accountants / Virginia Society of Certified Public Accountants
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Selected Financial Data

Year Ended Dacembsr 31,

{Dollars in thousands except share data) 2004 2003 2002 2001 2000
BALANCE SHEET HIGHLIGHTS:
Total assets $ 450770 $ 3055% $ 238793 $ 126,658 $ 83230
Total loans 249,996 169,047 121,047 86,138 50,040
Total liabilities 413,869 271,760 219,598 114,691 78,497
Total stockholders' equity 38.907 33,881 18,1395 11,867 10,733
RESULTS OF OPERATIONS:
Total interest income $ 17462 $ 1302 $ 10,091 $ 7.548 $ 5413
Total interest expense 4,833 3,618 3,609 2918 2477
Net interest income 12,629 9,408 6,482 4,630 3,236
Provision for foan losses 930 662 483 450 237
Other income 1,175 1,147 760 554 302
Noninterest expense 8,287 5,964 4,384 3,033 2,348
Income before taxes 4,527 3,828 2,365 1,701 953
Net income 2970 2,601 1,553 1,112 810
PER SHARE DATA"
Earnings per share, basic $ 0.67 $ 073 $ 0.50 $ 0.4 3 037
Earnings per share, diluted $ 0.64 $ 068 $ 048 $ 0.39 $ 0.3
Weighted average shares

outstanding--basic 4,435,905 3,589,931 3,082,266 2,700,279 2,191,658
Waighted average shares

outstanding--diluted 4675171 3,829,901 3,240,809 2,798,620 2,262,358
Book value (at period-end) $ 8.30 $ 7.68 $ 5.56 $ 443 $ 388
Shares outstanding 4,445,224 4,415,703 3,451,269 2,701,314 2,696,532
PERFORMANCE RATIOS:
Return on average assets 0.83% 0.97% 0.88% 1.02% 1.19%
Return on average equity 8.35% 11.84% 10.15% 9.65% 10.75%
Net interest margin 3.72% 3.73% 3.80% 4.56% 5.09%
Efficiency Ratio ? 60.03% 56.50% 60.67% 58.51% 66.40%
OTHER RATIOS:
Altewance for loan losses to total loans 1.12% 1.16% 1.15% 1.20% 1.20%
Equity to assets 8.19% 11.09% 8.04% 9.45% 12.03%
Nonperforming loans to total loans 0.14% 0.30% 0.24% 0.31% 0.00%
Net charge-offs to average loans 0.07% 0.07% 0.12% 0.03% 0.00%
Risk-Adjusted Capital Ratios:

Tier 1 16.2% 21.9% 15.4% 11.9% 18.5%

Total 17.1% 229% 16.4% 13.0% 196%

Leverage Ratio 10.7% 14.3% 10.5% 9.5% 126%

'Information has been adjusted to reflect the 3-for-2 stock split paid on June 1, 2004, the 5-for-4 stack split paid on May 16, 2003 and the 3-for-2
stock split paid on July 25, 2002.

2Computed by dividing naninterest expense by the sum of net interest income on a tax equivalent basis and noninterest income, including securities
gains or losses and gains or 10sses on the sale of loans. This is a non-GAAP financial measure, which we believe pravides investors with important
information regarding our operational efficiency. Compariscn of our efficiency ratio with those of other companies may not be possible, because
other companies may calculate the efficiency ratio differently.

James Monroe Bancorp, Inc.
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MANAZEMANT'S DISCUSSION AND ANALYSIS OF FINARCIAL CONDITIOR AND RESULTS OF GPERATIORS

Management's Discussion and Analysis of Financial Condition
and Results of Operations

Forward Looking Statements

This Management's Discussion and Analysis and other portions of this report contain forward looking statements within the
meaning of the Securities Exchange Act of 1934, as amended, including statements of goals, intentions, and expectations as to
future trends, plans, events or results of Company operations and policies and regarding general economic conditions. In some
cases, forward looking statements can be identified by use of such words as “may.” "will,” "anticipate,” “believes,” "expects,”
“plans,” "estimates,” “potential,” “continue,” “should,” and similar words or phases. These statements are based upon current
and anticipated economic conditions, nationatly and in the Company's market, interest rates and interest rate pclicies, competitive
factors, government agencies and other third parties, which by their nature are not susceptible to accurate forecast, and are subject
to significant uncertainty. Because of these uncertainties and the assumptions on which this discussion and the forward tocking
statements are based, actual future operations and results in the future may differ materially from those indicated herein. Readers
are cautioned against placing undue reliance on any such forward locking statement.

introduction

This Management's Discussion and Analysis reviews the financial condition and results of operations of the Company and its
subsidiaries as of and for the years ended December 31, 2004, 2003 and 2002. Some tables cover more than these periods to
comply with Securities and Exchange Commission disclosure requirements or to illustrate trends over a period of time. When
reading this discussion, reference should be made to the consolidated financial statements and related notes that appear herein
and to our consolidated financial statements and footnotes thereta for the year ended December 31, 2004,

Critical Acceunting Policies

There were no changes to the Company’s critical accounting policies in the fourth quarter of 2004. Critical accounting policies are
those applications of accaunting principles or practices that require considerable judgment, estimation, or sensitivity analysis by
management. In the financial service industry, examples, albeit not an all inclusive list, of disclosures that may fall within this
definition are the determination of the adequacy of the allowance for loan losses, valuation of mortgage servicing rights, valuation
of derivatives or securities without a readily determinable market value, and the valuation of the fair value of intangibles and
goodwill. Except for the determination of the adequacy of the allowance for loan losses, the Company does nat believe there are
other practices or policies that require significant sensitivity analysis, judgments, or estimations.

Allowance for Loan Lasses. The Company has developed a methadology to determing, on a quarterly basis, an aliowance ta
absorb probable loan losses inherent in the portfolio based on evaluations of the collectibility of loans, historical loss experience,
peer bank loss experience, delinquency trends, economic conditions, portfolio composition, and specific loss estimates for loans
considered substandard or doubtful. All commercial and commercial real estate loans that exhibit probable or observed credit
weaknesses are subject to individual review. If necessary, reserves would be allocated to individua! loans based on management's
estimate of the borrower's ability to repay the loan given the availability of collateral and other sources of cash flow. Any reserves
for impairad loans are measured based on the present rate or fair value of the underlying collateral. The Company evaluates the
collectibility of both principal and interest when assessing the need for a loss accrual. A composite allowance factor that
considers the Company’s and other peer bank loss experience ratios, delinquency trends, economic conditions, and portfolio
composition are appliad to the total of commercial and commercial real estate loans not specifically evaluated. A percentage of
this composite allowance factor is also applied to the aggregate of unused commercial lines of credit which the Company has an
obligation to honor but where the borrower has not elected to draw on their lines of credit.

Homogeneous loans, such as consumer installment, residential mortgage loans, home equity ioans, and smaller consumer loans are
not individually risk graded. Reserves are established for each homogeneous pool of loans based on the expected net charge offs
from a current trend in delinquencies, losses or historical experience and general ecanomic conditions. The Company has no
material delinquencies in these typss of loans, and has not, since inception, had a trend or an indication of a trend that would
guide the Company in expected material losses in these types of homogeneous poals of loans.

The Company's allowance for loan losses is determined based upon & methodolcgy developed by management as described above
and is approved by the board of directors each quarter.
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Company highlights since December 31, 2003 are:
Average assets grew $91.5 million {34%).

e Average foans grew $63.3 million (44%).

¢ Average deposits grew $72.4 million (30%).

¢ Net interest margin was 3.72% for the full year 2004 compared to 3.73% for the full year 2003.

*  Asset quality remained strong as nonperforming assets decreased $161 thousand to $349 thousand. The allowance for loan
Josses totaled 1.12% of total loans outstanding at December 31, 2004,

*  The Company ended the year with excellent liquidity and adequate capita! to suppart further growth.

*  The Company opened a sixth banking office in Chantilly, Virginia on July 26, 2004. In additicn to the branch site, the Company
leased 7,000 squarz feet of space on the second floor of the branch building to accommodate expanding administrative,
operational support and mortgage services departments. The move into the new operations space was accomplished on July
10, enabling the Bank to maintain its focus on excellent customer service while continuing to grow at a rapid rate.

e The Company opened a seventh banking office in Manassas, Virginia on September 27, 2004. The Bank has hired three
lenders who have spent a significant part of their banking careers working in the Manassas market.

»  The Company's expansion into the Chantilly and Manassas markets, along with the opening of the new operations center, are
growth oriented initiatives taken after additional capital was raised in the fourth quarter of 2003. While these pro-active
initiatives have increased operating expenses, as evidenced by the rise in the Bank's efficiency ratio ta 60% for the full year
2004, the Company’s focus remains on a long term strategy of expanding our franchise throughout the Northern Virginia
market.

»  The Company effected a three-for-two stack split for shareholders of record on May 14, 2004, paid on June 1, 2004.

Balance Sheet
Year Ended December 31, 2004 vs. Year Ended December 31, 2003. Total assets increased by $144.8 miltion from December
"31, 2003 to December 31, 2004, ending the period at $450.8 millicn. During this period, the Company emphasized the importance
of becoming the primary banker for our customers with the goal of providing both lending and deposit services. These efforts
resulted in deposit growth of $148.9 million and foan growth of $80.9 million. The securities portfolio grew during the year by
$24.5 million, ending the period at $146.8 million. The Company's liquidity position impraved by $42.6 million as overnight
investments totaled $35.8 million at year end. Stockholders’ equity increased $3.0 million as a rasult of the $2.867 million of
earnings retention for the year 2004, and $401,000 in proceeds from the issuance of shares upon the exercise of options and the
sale of shares in the Company's KSOP plan, offset by a $358,000 decrease in the unrealized gains on securities available for sale.

Year Ended December31, 2003 vs. Year Ended December 31, 2002. Total assets increased by $66.9 million from December 31,
2002 to December 33, 2003, ending the period at $305.7 million. The increase in assets was funded by deposit growth of $41.2
miffion, issuance of common stock of $12.8 million, $5 miflion in proceeds from the issuance of trust preferred capital notes and
$6.9 million in short term borrowings. These funding mechanisms enabled the Campany to fund an increase in loans of $47.4
miltion and the addition of $46.3 million to the securities portfolio. To minimize exposure to historically low short-term interest
rates the Company became a net purchaser of overnight funds during the fourth quarter of 2003. Stockhoiders’ equity increased
$14.7 million as a result of the $2.601 million of earnings retention for the year 2003, the $12.8 million, net of commissions and
expenses, from the sale of common stock in the public offering, and $370 thousand from the exercise of options and sale of shares
in the Company's KSOP plan, offset by a $1.0 million decrease in the unrealized gains on securities available for sale.
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Resuits of Operations

For the year ended December 31, 2004, the Company earned $2.970 million, or $.67 per basic share and $.64 per diluted share,
compared with $2.601 millicn, or $.73 per basic share and $.68 per diluted share, far the year ended December 31, 2003 and $1 553
mitlion, or $.50 per basic share and $.48 per diluted share, far the year ended December 31, 2002. The comparable earnings per
share are impacted by the 600,000 shares issued in November 2003, coupled with the 3-for-2 stack split this year, resulting in
approximately 850,000 more shares outstanding in computing 2004 earnings per share. Return on average assets was .83% and
return on average equity was 8.35% for the year ended December 31, 2004 compared to a .97% return on average assets and
11.94% return on average equity for the year ended December 31, 2003 and a .88% return on average assets and a 10.15% return
on average equity for the year ended December 31, 2002.

During 2004, the Company continued to focus on managing its net interest margin, especially in light of the low interest rate
environment. Beginning in 2001 through June 2003, the Federal Reserve reduced the federal funds target rate an aggregate of 550
basis points, These dramatic reductions over a relatively short period continued to impact the loan and investment portfglios in
2003 and 2004, as loans repriced on a delayed basis or renewed at lower interest rates, and as investment securities matured or
were called, and were reinvested at lower rates. This was partially offset by continued repricing upon renewal of certificates of
deposit. While the Federal Reserve began to reverse the rate reductions, through a series of five increases aggregating 125 basis
points, beginning on June 30, 2004, and continuing in August, September, Nevember and December 2004, the rate reductions and
cantinuing low rate environment has resulted in a reduction in the net interest margin throughout the period, from 5.09% in 2000 to
4.56% in 2001 to 3.90% in 2002 to 3.73% in 2003 to 3.72 in 2004. Despite thase reductions, the Company's practice of managing
its interest rate risk process has mitigated the negative effect of such a sevarely declining and low rate environment. The Company
expects that continued increases in the federal funds target rate will contribute to an increased margin as eaming assets reprice,
while repricing of deposits lags. However, as discussed further under “Liquidity and Interest Rate Sensitivity Management,” as a
result of competitive factors, market conditions, customer preferences and other factors, the Company may not be able to benefit
from further increases in market interest rates.

Although the Company has continued to grow in asset size since its inception in 1998 it has been able to control its operating
efficiency. During the third and fourth quarters of 2004 the Company expanded into the Chantilly and Manassas markets and
opened a new operations center. These are growth oriented initiatives taken after additional capital was raised in the fourth
quarter of 2003. While these pro-active initiatives have increased operating expenses, as evidenced by the rise in the efficiency
ratio tc 80.0% for the year as compared to 56.5% in 2003, the Company's focus remains on a long term strategy of expanding our
franchise throughout the Nerthern Virginia market. The efficiency ratio is a non-GAAP financial measure, which we believe
provides investars with important information regarding our operational efficiency. We compute our efficiency ratio by dividing
noninterest expense by the sum of net interest income on & tax equivalent basis and noninterest income, which includes securities
gains or losses and gains or losses on the sale of mortgage loans. Comparisan of our efficiency ratio with those of other
companies may not be possible, because other companies may calculate the efficiency ratio differently.

Net [nterest Income, Average Balances and Vields

Net interest income is the difference between interest and fees earned on assets and the interest paid on deposits and borrowings.
Net interest income is one of the major determining factors in the Bank's performance as it is the principal source of revenue and
earnings. Unlike the larger regional or mega-banks that have significant sources of fee income, community banks, suth as James
Monros Bank, rely on net interest income from traditional banking activities as the primary revenue source.

Teble 1 provides certain information relating ta the Company’s average consolidated statements of financial condition and reflects
the interest income on interest earning assets and interest expense of interest bearing liabilities for the years ended December 31,
2004, 2003 and 2002 and the average yields earned and rates paid during those periods. These vields and costs are derived by
dividing income or expense by the average daily balance of the related asset or liability for the periods presented. The Company
did not have any tax exempt income during any of the periods presented in Table 1. Nonaccrual laans have been included in the
average balances of loans receivable.

2004 vs. 2603, For the year ended December 31, 2004, net interest income increased $3.2 million, or 34.2%, to $12.6 million from
the $9.4 million for the year ended December 31, 2003. This was primarily a result of the increase in the volume of interest earing
assets, and partially offset by the effect of loan repricings. Total average earning assets increased by $87.2 million, or 34.5%, from
2003 to 2004. The vield on eaming assets decreased by anly 2 basis paints fram 2003, reflecting the benefit of faster growth in
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higher yielding loans rather than lower yielding securities and overnight investments. Average loans outstanding grew by
$63.3 million, or 43 8%, during 2004. The yield on such loans decreased by 48 basis points. Average federal funds increased
$2.4 million, or 12.0%, while the yield increased 53 basis points. The average balance of the security portfolio grew $21.8
million, or 25.3%, and the yield on the portfolic improved 27 basis points. Although many agency bonds were called
throughout 2004 they were reinvested at favorable rates in simifar instruments.

For the year ended December 31, 2004, average interest bearing lizhilities increased $64.8 million or 36.8% from the prior
year. Interest bearing deposits grew $59.6 mitlion and borrowings, which includes federal funds purchased and trust
preferred capital nates, increased $5.2 million. Interest expense paid on these liabilities for 2004 was $4.8 million compared
with $3.6 miltion for 2003. The cost of funds declined 4 basis points from 2.05% during 2003 to 2.01% during 2004.

The resulting effect of the chanrges in interest rates between 2004 and 2003, offset by changes in the volume and mix of
garning assets and interest bearing liabilities resulted in a virtually stable net interest margin of 3.72% in 2004 versus 3.73%
in 2003. Management believes this stability is indicative of the Company’s interest rate risk management process.

2003 vs. 2002, For the year ended December 31, 2003, net interest income increased $2.9 million, or 45.1%, to $9.4 miilion
from the $6.5 million for the vear ended December 31, 2002. This was primarily a result of the increase in the volume of
interest earning assets, and partially offset by the effect of declining interest rates, loan repricing, the investment of the
liquidity generated into lower yielding securities, and short-term investments. Total average earning assets increased by
$86.4 milfion, or 52.0%, from 2002 to 2003. The yield on earning assets decreased by 92 basis points from 2002, reflecting
the continued impact of reductions in interest rates over the past three years. Yields on federal funds and the securities
portfolio decreased by 56 and 130 basis points, respectively. Average loans outstanding grew by $39.0 million, or 36.8%,
during 2003, The yield on such loans decreased by B5 basis points. The securities yield reflected the most sensitivity to
declining rates, while loan yields and the federal funds rate, which is the shert-term liguidity yield declined, but not as
significantly. In the case of the securities portfolio, many agency bonds were called in 2003 and 2002 and reinvested at the
current lower market rates.

For the year ended December 31, 2003, average interest bearing liabilities increased $54.9 million or 45.3% from the prior
year. Interest bearing deposits grew $51.8 million and borrowings, which includes federal funds purchased and trust
prefesred capital notes, increased 33.1 million. Interest expense paid on these liabilities for 2003 was $3.6 miilion, the same
level as 2002. The cost of funds declined 93 basis points from 2.98% during 2002 to 2.05% during 2003,

The resulting effect of the changes in interest rates between 2003 and 2002, offset by changes in the volume and mix of
earning assets and interest bearing liabilities resulted in a slight decline in the interest margin of 3.73% in 2003 versus
3.90% in 2002.

James Monroe Bancorp, inc.
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TABLE 1

{Dolfars in thousands)
ASSETS
Loans;
Commercial
Commercial real estate
Consumer
Total Loans
Taxable securities
Mortgage loans held for sale

TQOTAL EARNING ASSETS

Cash and due from banks
Premises and equipment, net
QOther assets

TOTAL ASSETS

Savings atcounts
Time deposits

Borrowings:
Trust preferred capital notes
Other borrowed funds

Total borrowings

on interest earning assets

Other fiabilities
Stockholders' equity

TOTAL LIABILITIES AND
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Federal funds sold and cash equivalents

Less allowance for loan losses

Total interest-bearing deposits

TOTAL INTEREST-BEARING LIABILITIES
Net intergst income and net yield

Noninterest-bearing demand deposits

STOCKHOLDERS' EQUITY

Average Balance Sheets, Net Interest Income end Yields/Rates

LIABILITIES AND STOCKHOLDERS' EQUITY
Interest-bearing deposits:

Interest-bearing demand deposits

Money market deposit accounts

Year Ended Year Ended Year Ended
December 31, 2004 December 31, 2003 December 31, 2002
Average Yield/ Average Yield/  Average Yield/
Balance Interest Rate  Balance Interast Rate Balance  Interest  Rate
$54979 § 3353 6.10% § 33171 § 2,501 6.38% $32732 § 225 688%
138,877 8,715 8.28% 92,410 302 6.82% 60,735 4543  7.48%
14.585 818 581% 13,537 855 _6.32% 12,638 963 7.62%
208,441 12,886 B.18% 145,118 8,658 8.66% 106,106 7,757 7.31%
108,004 4198 1.83% 86,213 318 382% 41924 2062  4.92%
881 43 556% 1,230 60  4B8% - - 0.00%
22,353 331 1.48% 13,955 190 0.95% 18,071 272 151%
333,679 17,462 5.14% 252,516 13.026 5.16% 168,101 10,091  6.08%
{2.319) (1.643) {1,257}
16,698 13,671 9,441
2,075 1,392 1,288
3,362 1,890 994
§ 359,495 § 257.826 § 176568
$12692 3§ 85 067% §$10919 $ 8 081% § 5739 § 61 1.06%
158,653 20958  186% 113,802 2084  181% 69,037 1750 253%
3,655 45 1.25% 1.954 28 133% 1,240 22 1\717%
53.821 1,256 2.33% 42,543 1,115 2.62% 41,381 1,558 377%
228,831 4345  190% 169,218 3293 1.95% 117,397 3391 2.89%
9.279 452 487% 5,688 323 483% 3,848 218 568%
2,781 36 1.29% 218 2 0.93% - - 0.00%
12,060 488 4.05% 6,904 25 471% 3849 218 565%
240,891 4833 201% 176,122 3618 205% 121.246 3603 2.98%
$ 12,828 3.72% $ 9408 373% $ 6482 390%
SmeS—— I —— ] . —— ]
81,961 68.124 39,554
1.067 798 474
35,576 21,782 15,294
$ 359,495 $ 267.828 $ 176,568
REe—T——— 1
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Table 2 shows the composition of the net change in net interest income for the periods indicated, as allocated between the
change in net interest income due to changes in the volume of average earning assets and interest bearing liabilities, and the
changes in net interest income due to changes in interest rates. As the table shows, the increase in net interest income of
$3.2 million for the year ended December 31, 2004, as compared to the twelve months ended December 31, 2003, is due to
the growth in the volume of earning assets and interest bearing liabilities. Whilé the decrease in interest rates has, to date,
affected total interest income, and to a lesser extent, total interest expense, management has controlied its exposure to
changes in interest rates such that the negative effect of the decline in interest rates and the decline in loan yields, as
adjustabte rate loans have repriced downward over the past several years, resulted in a modest $501,000 reduction of net
interest income, whereas the growth in earning assets and deposits resulted in an increase of $3.7 million to net interest
income. Interest incoms over the past year increased $4.4 million. As shown in the table, $5.0 million of this increase is the
result of the Company's strong growth in earning assets, particularly in loans, while changes in rates resulted in a $572,000
reduction in interest income. Interest expense during this comparable period increased $1.2 million or 33.6%, from $3.6
million in interest expense in 2003 to $4.8 million in interest expense in 2004. Of this increase, $1.3 million is due to growth
in interest bearing liabilities, and $71,000 is attributabie to declining rates.

Similar to changes in 2004, the increase in net interest income of $2.9 million for the year endec December 31, 2003 as
compared to the twelve months ended December 31, 2002 is due to the growth in the volume of earning assets and interest
bearing liabilities. Of this increase, $3.7 miltion is attributable to strong growth in earning assets and interest bearing
liabilities, whereas, declining rates resuited in a $774,000 reduction in net interest income. Interest income increased $2.9
million from $10.1 million in 2002 to $13.0 million in 2003. Of this increase, $5.1 million is the result of growth in earning
assets whereas $2.2 million is attributable to declining interest rates. Interest expense was virtually the same in 2003 as in
2002 at $3.6 million; however, increased balances of $55.0 million resulted in an increase in interest expense of $1.4 million
while at the same time management of interest rates paid on these liahilities reduced interest expense by a similar amount.

TABLE 2

December 31, December 31,
2004 vs. 2003 2003 vs. 2002
Increase Due to Change increase Due to Change
or in Average or in Average
{Dellars in thousands) {Decrease) _Volume Rate  (Decrease} Volume Rate
Earning Assets:
Loans § 3228 § 4214 § (986) § 1900 § 2852 § (951
Mortgage ioans (11} {17 6 60 60 -
Taxable securities 1.085 788 297 1,056 2178 (1122)
Federaf funds sold and cash equivalents 134 23 111 {82) 28 {110
Tota! interest income 4,435 5,008 (572} 2835 5118 {2,183)
Interest Bearing Liabilities:
Interest bearing demand deposits {3) 14 (17) 7 55 (28)
Money market deposit accounts 894 813 81 314 1,135 (821)
Savings deposits 20 23 {3) 4 13 9
Time deposits 14 296 {155) {443} 44 (487
Trust preferred capital notes 127 116 1 105 169 (64)
Other borrowed funds 36 24 12 2 2 -~
Total interest expense 1,215 1,286 (1) 3 . 1418 (1,409)
Net interast income $§ 3221 § 3722 § (501) § 2926 § 3700 § (774)
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Provision and Allowance for Loar Losses

The provision for loan losses is based upon a methodology that includes among other factors, a specific evaluation of commercial
and commercial real estate loans that are considered special mention, substandard or doubtful. All other loans are then
categorized in pools of loans with common characteristics. A potential loss factor is applied to these loans which considers the
historical charge off history of the Company and its peer group, trends in delinquencies and loan grading, current economic
conditions, and factors that include the composition of the Company's loan portfolio. At December 31, 2004, the Company had
impaired loans on nonaccrual status totaling $349,000. The Company had no other loans over 90 days past due and had no other
laans on nonaccrua! status as of December 31, 2004. The provision for loan losses increased primarily due to reserves required
on new loans. See Note 3 to the audited consolidated financial statements for additional information regarding the Company’s
asset quality and allowance for loan (osses.

A methodology established in 2003 determining an appropriate allowance for loan lossas was approved by the Audit Committee
and the Board of Directers. The quarterly provision is approved by the Board. The methodology is reevaluated on a quarterly
basis. Pending the development of a negative trend with respect to past due loans or charge offs or significant changes in
economic conditions, the Company continues to maintain an allowance it believes is adequate.

As reflected in Table 4 below, the allowance is allocated among the various categories of loans based upon the methodology
described herein.

TABLE 3

The following table presents the activity in the allowance for loan losses for the years ended December 31, 2000 through 2004.

BDecember 31,

{Dollars in thousands) 2004 2003 2002 2001 2000
Balance, January 1 $ 1,955 § 1390 $ 1,030 8 600 $ 363
Provision for loan losses 930 662 483 450 237
Loan charge-offs:

Commercial (135) (71 {122} {5) -

Consumer (21) (41) {4) {15) -
Total charge-offs (156) (112) {126) {20) -
Loan recoveries:

Commercial - 15 - - -

Consumer 1 - 3 - -

Net charge-offs {155} (97} (123 (20} -
Balance, December 31 $ 2790 ¢ 195 § 1,380 $ 1030 § 600

Ratio of net charge-offs
during the period to average
loans outstanding 0.07% 0.07% 0.12% 0.63% 0.00%
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TABLE 4

The following table shows the allocation of the allowance for loan losses at the dates indicated. The allocation of portions of the allowance to
specific categories of loans is not intended to be indicative of future losses, and does not restrict the use of the allowance to absorb losses in any
category of loans. See Note 3 to the audited consolidated financial statements included in this repart for additiona! information regarding the
allowance for loan losses and nonperforming assets.

December 31,
2004 2003 2002 2001 2000

Percent Percent Parcent Percent Percent

of total of total of tota! of total of total

{Dollars in thousands) Amount __ loans Amount  loans Amount _ loans Amount __ loans Amount loans
Construction loans $ 299 141% $ 50 107% & 3 100% $ 78 109% § 53 8.9%
Commercial lcans 553 13.1% 984 14.7% 765 23.0% 281 27.3% 202 3.7%
Commercial real estate loans 1,868 67.0% 823 67.0% 504 58.1% 528 51.3% 250 415%
Real estate 1-4 family residental loans 20 0.6% 4 2.2% B 1.7% 40 39% 50 8.3%
Home equity loans 17 22% 8 1.9% 8 2.0% 19 1.8% - 1.1%
Consumer loans 33 3.0% 85 3.4% 72 5.2% 84 4.8% 45 5.5%
Balance End of Pericd $ 2780 1000% § 1,955 100.0% $ 1,330 1000% S 1030 1000% $ 600  100.0%

TABLES

The following table shows the amounts of non-performing assets at the dates indicated.

Becember 31,

(Dollars in Thousands) 2004 2003 2002 2001 2000
Nanaccrua! loans excluded from

impaired loans:

Commercial $ - 3 150 $ 22 $ - $ -

Consumer - 36 34 - -
Accruing loans- past due 80 days or more:

Commercial - - - 266 39
impaired (oans:

Commercial 349 324 240 - -
Total non-performing assets $ 349 $ 510 $ 236 $ 266 § 3

At December 31, 2004, there were no performing loans considered potential problem loans, defined as loans which are net included in the past
due, nonaccrual or restructurad categories, but for which known information about possible credit problems causes management to have serious
doubts as to the ability of the borrowers to comply with the present loan repayment terms. 1t is the Company’s policy to apply all payments
received on nonaccrual loans to principal until the balance has been satisfied or the loan returns to accrual status. During 2003, approximately
$23,000 in gross interest income would have been recorded on nonaccrual and impaired loans had the joans been accruing interest throughout the
pefiod.
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Loans

The loan portfolio is the largest component of earning assets and accounts for the graatest portion of total interest income.
At December 31, 2004, total loans were $250.0 million, a 47.9% increase fram the $169.0 million in loans outstanding at
December 31, 2003. Total loans at December 31, 2003 represented a 33.7% increase from the $121.0 million of loans at
December 31, 2002. In generel, loans are internally generated with the exception of a small percentage of participation loans
purchased from other local community banks. Lending activity is largely confined to our market of Northern Virginia. We do
nat engage in highly ieveraged transactions or foreign lending activities.

Loans in the commercia! category, as wall as commercial real estate mortgages, consist primarily of short-term {five year or
less final maturity) and/or floating or adjustable rate commercial loans made to small to medium-sized companies. We do not
have any agricuftural loans in the portfolio. There are no substantial can concentrations to any one industry or to any one
borrower.

Virtually all of the Company's commercia! real estate mertgage and development loans, which account for approximately 67%
of our total loans at December 31, 2004, relate to property in the Northern Virginia market. As such, they are subject to risks
relating to the general economic conditions in that market, and the market for real estate in particular. While the region has
experienced some decline in economic activity during 2002 and 2003, the local reat estate market remains generally strong,
and the Company attempts to mitigate risk though carefu! underwriting, including primary reliance on the borrower’s financial
capacity and ability to repay without resort to the property, and lends primarily with respect to properties occupied or
managed by the owner.

The Company's 1-4 family residential real estate loans are gensrally not the typical purchase money first mortgage loan or
refinancing, but are loans made for ather purposes and the collateral obtained is a first deed of trust on the residential
property of the borrower. The underlying toan would have a final maturity much sharter than the typical first mortgage and
may be a variable or fixed rate loan. As reflected in Table 6, 34% of the Company's loans are fixed rate loans and 84% of
the Company’s loans reprice or have a maturity date that falls within five-years,

Cansumer loans consist primarily of secured installment credits ta individuals, residential construction loans secured by a first
deed of trust, home equity loans, or home improvement loans, The consumer portfolio, which includes consumer leans, home
equity loans, and 1-4 family residential laans, represents 5.8% of the loan portfolio at December 31, 2004, as compared to
7.5% at December 31, 2003 and 8.9% at December 31, 2002.
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TABLEG

Table 6 shows the maturities of the loan portfolio and the sensitivity of loans to interest rate fluctuations at December 31,
2004. Maturities are based on the earlier of contractual maturity or repricing date. Demand laans, loans with no contractual
maturity and overdrafts are represented in one year or less.

December 31, 2004
After One
Within Year Through After Five
{Dollars in thousands) One Year Five Years Years Total
Canstruction loans $ 32,002 3 2,104 $ 970 $ 35166
Commercial loans 26,986 5641 155 32,782
Commercial real estate loans 52,098 79.690 35910 167,696
Real estate 1-4 family residential 308 680 571 1559
Home equity loans 1,232 1,721 2,447 5,400
Consumer loans 5485 1,795 - 1,290
Deposit overdrafts 103 - - 103
Total $ 118,312 $ 91,631 3 40053 3 243998
After One
Within Year Through After Five
{Doilars in thousands) One Year Five Years Years Total
Fixed rate $ 32,302 $ 41,250 $ 11260 $ B4giZ
Vzriable/Adjustable rate 86,010 50,381 28,793 165,184
Total $ 118,312 $ 91,631 $ 40,053 § 24399

At December 31, 2004, the aggregate amount of loans due after one year which have fixed rates was approximately $52.5
million, and the amount with variable or adjustable rates was approximately $79.2 million.

TABLE 7

The following table presents the composition of the loan portfolio by type of loan at the dates indicated.

December 31,

{Dollars in thousands) 2004 2003 2002 2001 2000
Construction loans $ 35166 $ 18130 § 12160 § 9408 § 4429
Commercial loans 32,782 24,885 27,862 23,478 16,842
Commercial real estate loans 167,696 113.316 70,318 44,192 20,783
Real estate-1-4 family residential 1,559 380 2,069 3,363 4,165
Home equity loans 5400 3193 2,390 1,554 546
Consumer loans 7,290 5,681 6,088 4,025 3,275
Overdrafts 103 31 160 119 -

Total 249,996 169,047 121.047 86,139 50,040
Less allowance for loan losses {2,730} (1,955} {1,380} {1.030} {600]

Total Net Loans $ 247206 $ 167092 § 119657 § 85109 5 49,440
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Investment Securities :

The carrying value {fair value) of the Company's securities portfolio increased $24.5 million to $146.8 million at December 31, 2004 from
$122.3 mitfion at December 31, 2003. The carrying value (fair value) of the Company's securities portfolio increased $46.3 million to
$122.3 million at December 31, 2003 from $76.1 million at December 31, 2002.

The Company currently, and for all periods shown, classifies its entire securities portfolio as available for sale. Increases in the portfolio
have occurred whenever deposit growth has outpaced loan demand and the forecast for loan growth is such that the investment of
excess liquidity in investment securities (as opposed to short term investments such as federal funds) is warranted. In general, ur
investment philosophy is to acquire high guality government agency securities or high grade corporate bonds, with a maturity of five to
six years or less in the case of fixed rate securities. In the case of mortgage backed securities, the palicy is to invest only in those
securities whose average expected life is projected to be approximately five to six years or less. Mortgage backed securities with a
maturity of ten years or more are either adjustable rate securities or the expected life of the mortgage pool is generally no more than
five or six years. To the extent possible, we attempt to “ladder” the one time cal! dates for all our securities. The Company's investment
policy is driven by its interest rate risk process and the need to minimize the effect of changing interest rates tc the entire balance sheet.

TABLE 8

The following table presents detail of investment securities in our portfolio at the dates indicated.

December 31,
2004 2003 2002
{Dollars in thousands) Percent of Percent of Percent of
Balance _ Portfolio Balance  Portfolio Balance  Portfolio

Available for Sale (at Market Value}:

U.S. Agency $ 121137 82.5% $ 94929 776% $ 35288 46.4%

Mortgage-backed securities 20,580 14.0% 16,250 13.3% 20,954 27.5%

Adjustable rate mortgage-backed securities 1,592 11% 3677 3.0% 6,159 8.1%

Corperate bonds 2,148 1.5% 6.571 5.4% 13,023 17.1%

Restricted stock 1,338 0.9% a0 0.7% 623 0.8%
Total $ 146,795 100.0% $ 122,328 1000% § 76,063 100.0%
TABLE 8

The following table provides information regarding the maturity compoasition of our investment partfolic, at fair value, at December 31,
2004,
Maturity of Securitie ¢ Years to Maturity

Within Over 1 Year Over§ Years Over
{Doftars in thousands) 1 Year through 5 Years through 10 Years 10 Years Total
Amount Yield  Amount  Yisld _Amount Yield Amount  Yield Amount Yield

Avzilable for sale (fair value):
U. §. Agency § 79813 388% § 40083 413% § 1261 405% 8 - - $12a37 3.85%
Mortgage-backed securities 18 6.50% 800  4.80% 2,378 4.20% 17,386 4.84% 20,580 4.77%
Adjustable rate mongage-

backed securities ~ - - - - - 1,592 385% 1592 38%%
Carporate bonds - - 2,148 5.38% - - - - 2,48 5.36%
Restricted stock ~ - - - - - 1338 5.13% 1,338 5.13%
Total debt securities

Available for sale $ 79,829 3B8% § 43017 420% § 3.639 4.15% $ 20,316 478% ERELA

$146,795

For additional information regarding the investment portfolio, see Note 2 to the consolidated financial statements for the yesr ended
December 31, 2004.

At December 31, 2004, there were no issuers, other than issuers wha are U.S. government agencies, whose securities ewned by the
Company had an aggregate book value of more than 10% of total stockholders’ equity of the Company.
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MANAGERANT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Qi Balance Sheet Arrangements

Credit-Related Financial Instruments. The Company is a party to credit related financial instruments with off-balance sheet
risk in the normal course of business 10 meet the financing needs of its customers. These financial instruments include
commitments to extend credit, standby letters of credit and commercial letters of credit. Such commitments involve, to
varying degrees, elements of credit and interast rate risk in excess of the amount recognized in consolidated balance sheets.

The Company’s exposure to credit loss is represented by the contractual amount of these commitments. The Company follows
the same credit policies in making commitments as it does for on-balance sheet instruments. At December 31, 2004 and
2003, the following financial instruments were outstanding whose contract amounts represent credit risk:

(Dollars in thousands) 2004 2003
Commitments to extend credit $ 52,461 $ 25,863
Stand-by letters-of-credit $ 2591 $ 1,31

Commitments to extend credit are agreements 1o lend 1o a customer as long as there is no violation of any condition
established in the contract. Commitments generally have fixed expiration dates or other termination clauses and may require
payment of a fee. The commitments for equity lines of credit may expire without being drawn upon. Therefore, the total
commitments amounts do not necessarily represent future cash requirements. The amount of collateral obtained, if it is
deemed necessary by the Company, is based on management’s credit evaluation of the customer.

Unfunded commitments under commercial lines-of-credit, revolving credit lines and overdraft protection agreements are
commitments for possible future extensions of credit to existing customers. These fines-of-credit are uncoliateralized and
usually do not contain a specified maturity date and may not be drawn upon to the total extent to which the Company is
committed.

Commercial and standby letters-of-credit are conditianal commitments issued by the Campany to guarantee the performance
of a customer to a third party. Those letters-of-credit are primarily issued to support public and private borrowing
arrangements. Essentially ali letters-of-credit issued have expiration dates within one year. The credit risk involved in issuing
letters-of-credit is essentially the same as that involved in extending loan facilities to customers. The Company generally
holds collateral supporting those commitments if deemed necessary.

With the exception of these off-balance sheet arrangements, and the Company's obligations in connection with its trust
preferred securities, the Company has no off-balance sheet arrangements that have or are reasanably likely to have a current
or future effect on the Company's financial conditian, changes in finangial condition, revenues or expenses, results of
operations, liquidity, capital expenditures, or capital resources, that is material to investors. For further information, see
Nates 11 and 17 to the consolidated financial statements.
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Comtractual Obligations
TABLE 10

The Company has entered into certain contractuzl obligations including long term debt, operating leases and obligations
under service contracts. The following table summarizes the Company's contractual cash obligations as of December 31, 2004.

Payments Due-By Period
Less Than One To FourTo  After Five
{Dolfars in thousands) Total One Year _ Three Years  Five Years Years
Trust preferred capital notes $9279 $ - $ - $ - $ 9279
Operating leases 6,145 890 1,697 1,108 2,450
Data processing services 1,116 372 744 - -
Total contractual cash obligations $16540 § 1262 $ 2441 $ 1108 $ 11,729

The 1able does not reflect deposit liabilities entered into in the ordinary course of the Company’s banking business. At
December 31, 2004, the Company had $239.1 millior. of demand and savings deposits, exclusive of interest, which have no
stated maturity or payment date. The Company also had $73.1 million of time deposits, exclusive of interest, the maturity
distribution of which is set forth in Note 5 to the Consolidated Financial Statements. For additional information about the
Company's deposit obligations, see "Net Interest Income” and "Deposits” above. See Note 17 to the Censolidated Financial
Statements for additional information regarding the trust preferred securities and related capital notes.

Liguidity and Interest Rate Sensitivity Management

The primary abjectives of asset and liability management are to provide for the safety of depositor and investor funds, assure
adequate liquidity, and maintain an appropriate balance between interest sensitive earning assets and inerest bearing
labifities. Liquidity management involves the ability to meet the cash flow requirements of customers, who may be
depositors wanting to withdraw funds or borrowers naeding assurance that sufficient funds will be available to meet their
credit needs.

We define liguidity for thase purposes as the ability to raise cash quickly at a reasonable cast without principal loss. The
primary liquidity measurement we utilize is called the Basic Surplus, which captures the adequacy of our access to reliable
sources of cash relative to the stability of our funding mix of deposits. Accordingly, we have established borrowing facilities
with other banks {Federal funds) and the Federal Home Loan Bank as sources of liquidity in addition to the deposits.

The Basic Surplus approach enables us to adequately manage liquidity from both tactical and contingency perspectives. At
December 31, 2004, our Basic Surplus ratio (net access ta cash and secured borrowings as a percentage of total assets) was
approximately 17.2% compared to the present internal minimum guideline range of 5% to 10%.

Financial institutions utilize a number of methods to evaluate interest rate risk. Methods range from the original static gap
analysis {the difference between interest sensitive assets and interest sensitive liabilities repricing during the same period,
measured at a specific point in time}, to running multigle simulations of potential interest rate scenarios, to rate shock
analysis, to highly complicated duration analysis.

One tool that we utilize in managing our interest rate risk is the ‘matched funding matrix. The matrix arrays repricing
opportunities along a time line for both assets and liabilities. The longer term, more fixed rate sources are presented in the
upper left hand corner while the shorter term, more variable rate items, are at the lower left, Similarly, uses of funds, such as
assets, are arranged across the top moving from left to right.
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The body of the matrix is derived by allocating the longest fixed rate funding sources to the longest fixed rate assets and
shorter term variable sources 1o shorter term variable uses. The resuit is a graphical depiction of the time periods over which
we expect to experience exposure to rising or falling rates. Since the scales of the liability and assets sides are identical, all
numbers in the matrix would fall within the diagonal fines if we were perfectly matched across all repricing time frames.
Numbers outside the diaganal lines represent two general types of mismatches: liability sensitive in time frames when
numbers are to the left of the diaganal line and asset sensitive in time frames when numbers are to the right of the diaganal
line.

At December 31, 2004, we were madestly liability sensitive in the short term and then we become asset sensitive out beyond
two years. This is primarily caused by the assumptions used in allocating a repricing term to nonmaturity deposits—demand
deposits, savings accounts, and money market deposit accounts. The actual impact due to changes in interest rates is
difficuit to quantify in that the administrative ability to change rates on these products is influenced by competitive market
conditions in changing rate environments, prepayments of loans, customer demands, and many other factors. These products
may not reprice consistently with assets such as variable rate commereial loans or other loans that immediately reprice as the
prime rate changes. While the traditional gap analysis and the matched funding matrix show a general picture of our
potential sensitivity to changes in interest rates, it cannot quantify the actual impact of interest rate changes.

Thus, the Company manages its exposure to possible changes in interest rates by simufation modeling or “what if” scenarios
to quantify the potential financial implications of changes in interest rates. In practice, each quarter approximately 14
different “what if" scenarios are evaluated which include the following scenarios: Static Rates, Most Likely Rate Projection,
Rising Rate Environment, Declining Rate Environment, Ramp Up 100bp and 200bp over 12-months, and Ramp Down 100bp
and 200bp over 12-months scenarios. In addition, 8 rate shock scenarios are modeled at 50bp up and 50bp down increments
but not below zero. At December 31, 2004, the following 12-month impact on net interest income is estimated ta range from
a positive impact of 3.8% in a rising rate scenario, to a negative impact of (0.81% if rates decline 160 basis points from
current levels. The Company believes these ranges of exposure to changes in interest rates to be well within acceptzable
range given a wide variety of potential rate change scenarios. This process is performed each quarter to ensure the Company
is not materially at risk to possible changes in interest rates.

The following are the projected potential percentage impact on the Company’s net interest income over the next 12 months
for the most likely to occur scenarios, but measured against a static interest rate environment as of December 31, 2004, The
Company is positionad to improve earnings if rates continue to rise. \With respect to further reductions in rates, the Campany
would experience further negative implications on margins and earnings; however, the Company does not believe that a 200
basis point decline is realistic given the already extremely low interest rates. Thus management believes the exposure to
further changes in interest rates would not have a materigl negative effect on the results of operations.

Static Rates -0- %
Most Likely Rates 19%
Ramp Up 100bp- 12 months 1.2 %
Ramp Up 200bp- 12 menths 23%
Ramp Down 100bp- 12 months {0.8)%
Rising Rate Scenario 38%
Low Rate Environment 09%

James Maonroe Bancoarp, Inc.
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TABLE 11

2004

Match Funding Matrix James Monroe Bank
December 31,
{Dollars in thousands)
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MARAGEMART'S DISCUSSION AND ARALYSES OF FINANCIAL CORDITION ARD AESULTS OF OPERATIONS

Norinterest Income and Expense

Noninterest income consists primarily of service charges on deposit accounts and fees and other charges for banking services.
Noninterest expense consists primarily of salary and benefit costs and accupancy and equipment expense. To date, the
Company has not been required to pay any premiums for deposit insurance. To the extent that deposit premiums may become
required, the Company's results of operations will be adversely affected.

TABLE 12

The categories of noninterest income that exceed 1% of operating revenue are as follows:

December 31,

{Dolfars in thousands) 2004 2003 2002
Service charges on deposit accounts $ 340 $ 290 $ 263
Cash management fee incoma 100 RAK! 130
Gain on sale of securities 59 299 244
Gain on sale of mortgages 423 255 -
Cther fee income 253 190 123

Total Noninterest Income $ 1,175 $ 1,147 $ 760

The increases in noninterest income for the each period shown are the result of the continued growth of the Company and the
expansion of products resulting in fee income. During the second quarter of 2003, we began originating conforming
residential mortgage loans on 2 pre-sold basis, for sale to secondary market investors, servicing released. In addition, the
Company earned cash management fees relating to off-balance sheet customer sweep accounts which had average balances
of between $16 and $24 million during 2004. During 2004 and 2003, cash management fees declined primarily due to lower
balances resulting from commercial customers not utilizing the product during this sustained extremely low interest rate
environment,

TABLE 13
The categories of noninterest expense that exceed 1% of operating revenues are as follows:
December 31,
{Dolars in thousands) 2004 2003 2002
Salaries and benefits $ 4,689 3 3240 $ 2220
Occupancy cost, net 871 611 541
Equipment expense 497 430 308
Data processing costs 498 3713 360
Advertising and public relations 229 102 123
Professional fees 178 136 168
Courier and express services 122 134 105
State franchise tax 263 217 155
Director fees 169 99 ]
Compliance expense 74 - -
Other 637 622 383
Total Noninterest Expense $ 8,287 $ 5,964 $ 4394
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Non-interest expense increased $2.3 million or 39.0% from $6.0 million for the year ended December 31, 2003, to $8.3 million for
2004. Approximately 63% of this increase is in salary and benefit costs. In 2004 the Company added a number of commercial loan
officers, processing staff, and administrative support staff to support the growth in customers and transactions being processed.
The increase in occupancy cost is due to the opening of our two new branches in Chantilly and Manassas and our new operations
center in Chantilly. The rise in equipment expense is attributable o additional investments in technology. Growth in other
expenses is due in part to costs related to new products such as lockbox services and loans originated through the mortgage
division.

Depesits and Cther Borrowings

The principal sources of funds for the Bank are core deposits {demand deposits, NOW accounts, money market accounts, savings
accounts and certificates of deposit less than $100,000) from the local market areas surrounding the Bank’s offices. The Bank's
deposit base includes transaction accounts, time and savings accounts and accounts which customers use for cash management
and which provide the Bank with a source of fee income and cross-marketing opportunities as well as a low-cost source of funds.
Time and savings accounts, including money market deposit accounts, also provide a relatively stable and low-cost source of
funding.

TABLE 14

The following table reflects average depasits and average rates paid by categary for the periods indicated.

Year Ended December 31,

2004 2003 2002

{Dollars in thousands) Average Average  Average Average Average Average

Balance Rate Balance - Rate Balance Rate

Deposits;
Noninterest-bearing demand $§ 81,961 000% $ 69124 000% § 39554  0.00%
Interest-bearing demand 12692 067% 10919  081% 5,739 1.06%
Money Market 158653  1.86% 113802  181% 69,037 253%
Savings 3665 1.26% 1954  1.32% 1,240 1.77%
Certificates of deposit of $100,000 or more 40,002 233% 27854  262% 24,528 3.70%
QOther time 13819 2.34% 14,589 2.62% 16,853  3.86%
Total interest bearing deposits $228831 1.30% § 169.218  1.95% $§ 117397 2.83%
Total Deposits $ 310,792 S 238,342 $ 156.951
TABLE 15

The following table indicates the amount of certificates of deposit of $100,000 or more and less than $100,000, and their remaining
maturities.
3 Months Ato 6 7to12  Over12
{Dollars in thousands/ or Less Months Months _Months Total

Centificates of deposit less than $100MM  § 3269 S 2763 § 6367 $ 1423 § 13822
Certificates of deposit of $100MM or more 7001 21,692 20,996 9621 59,310
$ 10270 § 2445 § 27363 § 1044 3 73132
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Capital Management

Management monitors historical and projected earnings, asset growth, as well as its fiquidity and various balance sheet risks in
order to determine appropriate capital levels. At December 31, 2004, stackholders” equity increased $3.0 million from the $33.9
mitlion of equity at December 31, 2003 primarily as a result of the $2.967 million in retained earnings for 2004.

The Company has reported a steady improvement in earnings since the Bank opened on June B, 1398. Positive earnings were
reported in the ninth month of operations and have continued with $810 thousand of earnings in 2000, $1.1 million of earnings for
2001, $1.6 million of earnings for 2002, $2.6 million of earnings for 2003, and $3.0 million of earnings for 2004. One of the
Company's first strategies was to restore the lost capital from the initial organization costs of $254 thousand and the accumulated
earnings loss of $45Z thousand for 1998. As of December 31, 2001, the earnings for 2000 and 2001 had recouped the losses and at
December 31, 2002 the Company had retained earnings of approximately $2.9 miltion. In addition, the Company has fully utilized its
net operating osses for tax purposes beginning in September 2001 and has been at a 34% effective tax rate since that date.

For information regarding our regulatory capital ratios, please refer to note 10 to the consolidated financial statements.

The ability of the Company to continue to grow is dependent on its earnings and the ability to obtain additional funds for
cantribution to the Bank's capital, through barrowing, the sale of additional common stack, or through the issuance of additianal
trust preferred securities. In the event that the Company is unable to obtain additional capital for the Bank on a timely basis, the
growth of the Company and the Bank may be curtailed, and the Company and the Bank may be required tc reduce their level of
assets in order to maintain compliance with regulatory capitai requirements. Under those circumstances net income and the rate of
growth of net income may be adversely affected. The Company believes that its current capital is sufficient to meet anticipated
growth, although there can be no assurance.

The Federal Reserve has ravised the capital treatment of trust preferred securities, in light of recent accounting pronouncements
and interpretations regarding variable interest entities, which have been read to encompass the subsidiary trusts established to
issue trust preferred securities, and to which the Company issued subordinated debentures. As a result, the capital treatment of
trust preferred securities has been revised to provide that in the future, such securities can be counted as Tier 1 capital at the
holding company level, togsther with certain other restricted care capital elements, up to 25% of total capital (net of goodwill), and
any excess as Tier 2 capita) up to 50% of Tier 1 capital. At December 31, trust preferred securities represented 21.0% of the
Company's tier 1 capital and 18.9% of its total capital. Future trust preferred issuances to increase halding company capital levels
may not be available to the same extent as currently. The Company may be required to raise additional equity capital, through the
sale of common stock or otherwise, sooner than it would otherwise do so.
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